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The word fiscal refers specifically to public finance 
which concerns the,income and outgo of government. In 
this thesis, it is proposed to survey briefly the 


growth of the Alberta’ Government's financial dealings 


day; from the days when its bese annual receipts 
amounted to a mere Pte it ended the year 
with a balance of $412,398 in cold cash down to the 
expansive days os 1948 when the government budgetted 
nonchalantly for a deficit of $6,306,738 on top of an 
expected revenue of eo aweeeee Syace public finance 
is on the borderline between economics and political 
science, this account will necessarily, but concisely, 
sive some attention to these fields. The problem of 
public debt has been a major one in Alberta's short 
history and the growth of this debt will be examined 
in the light of Albertats Rupepeunare repudiation in 
1936-and its subsequent debt reorganization programe 
Much svace will be devoted to a study of Dominion- 
meciiedas viteraana, that thorny problem which be- 
came so urgent in the depression thirties; and which 
now, even after an expensive investigation by a Royal 


Commission and lensthy Dominion-Provincial Confer- 


ences,has only been met by temporary and makeshift 
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measures. This question concerns itself basically 
with an equitable reallocation of the rights and res= 
ponsibilities of each government and a satisfactory 
settlement of their financial relations. Finally, a 
brief view will be taken of Albertats immensely im=} 
proved 1948 financial position due in a large measure 
to the exigencies of a long and devastating war re= 
cently concluded and,to some extent, to the almost 
feverish development by outside capital of the pro=- 


vince's great natural resources. 


Geography 
(a) Size and climate 

Alberta is slightly larger than either of the 
other prairie provinees, comprising 255,285 square 
mites or more than 1635 eae acres of territory of 
which only 6.9% is ee lo een 90% of the total 
area of Alberta lies south of the isotherm of 60 de- 
grees F mean July temperature which is generally con- 
sidered the northern limit for the economic production 
of cereals. The isothermal lines as they approach the 
Alberta border from the east turn abruptly north.This 


is particularly true for the months of April to Sep- 


tember. For example, the line of 44 degrees F mean Ap 


temperature crosses the Saskatchewan border at avprox= 
imately township 60 but then sweeps abruptly north to 
a point north and east of McMurray at approximately. 
township 95, and thence in a mrth-westerly direction 
through the settlement of Fort ee 
(b) Topography and Soil 

Like Saskatchewan, the southern part of the pro- 


vinee is comprised in the dry, treeless prairie belt 


e 
changing to the north into a zone of poplar inter- 
spersed with open prairie. This gives way to mixed 


forests covering the more northerly parts. The Pre- 


cambrian rocks enter Alberta at its northeast corner, 


so that, excepting the fringe of mountainous country, 
practically the whole of the province is overlain by 
arable soil of great depth. Alberta has two marked fea- 
tures: (I) the great valley of the Peace River, which 
has already resulted in the extension of settlement 
farther north than in any other part of Canada; and (2) 
the wonderful grazing lands in the foothills district 
which,rising sharply in the west, commence the ascent 
that continues to the very peaks of the Rocky Mountains, 
The southern half of the province, rising towards the 
west, lies at a general elevation of from 2,000 to 
4,000 feet: but in the northern half, the slope descends 
until elevations of well under 1,000 feet are reached 
. IS) 
at Lake Athabaska in the northeast ae 

The soils of Alberta may be divided broadly into 
four major soil belts. The wooded or grey soil belt 
is the largest and covers about two-thirds of the en- 
tire province. This belt comprises a strip on the west 
flank of the province and practically the entire unsur- 
veyed area, inetnaine the Peace River District, and 
comprises more than 100 million acres in extent. Most 
of the black soil belt is found in south-central Alberta 
with its widest east and west dimension in the neigh- 
borhead of Edmonton. South ahd east of this belt lies 


the dark brown soil belt. This consists of an area 
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approximately thirteen million acres in extent. Still 

further south and east ee brown soil belt which 
(6) 

occupies all of south-eastern Alberta. 

Alberta's predominantly agricultural economy. 

Wheat has been successfully matured as far north eas 
Fort Smith on the 60th parallel of latitude, the north- 
ern boundary of Alberta. In fact, due to its favorable 
elimate and generally suitable soil, Alberta's economy 
has been geared to the production of field crops, ane 
consequentit has been most vulnerable to the ups and 
downs of world prices beyond her control and the vara- 
ries of uncertain weather conditions. The real wealth 
of a country can only be measured in terms of the goods 
produced by its people; and, in the case of Alberta, 
these are predominantly agricultural products as im- 
nort ant now as they were in the early days. According 
to Premier Manning's 1949 budget speech on March 4,1949, 
the gross valve of the agricultural products marketed 
in Alberta in 1948 was estimated to be $545 millions. 
This ae estimated to be more than five times the 
amount estimated from the province's natural resources, 
including petroleum products, timber and coal. Included 
in this estimated value for agricultural products was 
$320,000,000 for field crops. Livestock sold for 
$140,000,000. "The stability and general well-being 
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of our basic industry is and will continue to be of the 
utmost importance to the economic life of ovr province." 
Mr. Manning doyeeust) 
Population 

The population of the district which subsequently 
became Alberta was estimated to be 75,000 in 1901, but, 
tenes to the census ef 1906, it had grown to 185,385. 
The growth of population between 1905 and 1914 was so 
great as to be almost without parallel in modern history. 


In 191] ih reached 301,273 but the rate of increase 


then slowed down, paused during the Great War and only 


resumed intermittently after that. This rapid growth of 
population was fostered by the Dominion whose avowed 
intention at Confederation was to bring all of British 
North America under one government, to weld all this 
territory into a strong political entity. In 1870, it 
acquired the Northwest Territories and Rupert's Land, 
and then made colonization and settlement a prominent 
feature of ite mational poliey. Its policy was to bring 
settlers in, so that they indirectlywould "give legiti- 
mate occupation, without excessive duties, on a legiti- 
mate business ae to the mechanics and artisans in 
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Rastern Canada." Every even numbered section of land 


was open for homestead entry and the immigrants moved 
in and took their pick of the land regardless of soil, 
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topography, transportation, markets or any of the factors 
Which make for'a suecesstul agricultural district. As 

a result settlements were widely scattered--a circumst 
stance which Laid the foundation for Albertats Later 
communications! problems. 

Alberta started out on its career on this full 
tide of immigration and settlement activity. Capital in 
great abundance poured into the country and provided 
for the construction of all kinds of communications 
and public services. New farming techniaues and particu- 
larly the advent of Red Fyfe wheat had partially over- 
come the difficulties of dry farming while wheat prices 
were steadily rising on the Liverpool market and trans- 
portation costs had shown a continuous decrease in re- 

(9) 
cent decades. 

The young province made an auspicious debut in 
September, 1905, under the Liberal party. In May, 1906, 
the Honourable A.C.Rutherford brought down the first 
budget. .In his budget speech, he explained at length 
the sources of revenue for the new provinces Briefly, 
they were (I) the Dominion subsidy, (2) Fines, Fees, 
Permits and similar items, (3) Direct Taxation. He fo 


plained that, for the first four months of its existence, 


September 1,to December 1, 1905, the province had taken 


(IO) 
in the sum of $683,052.95 made up as follows: 


From the Dominion Government. .. . $515,187.50. 
BOP GUD ier OUT VO URES ee ee ek) 46,875.00. 
From liquidation of N.W.Territories 102, 1750426 
OEM er SOME ee ea Meg era oe eg 1a 215. O00. 
Se le 
$685,052.92. 
The province was unable to spend this emount and started 
the new year with an overall surplus of $520,329.99-- a 
truly promising beginning which augured well for the 
future. 
Alberta's first revenue estimates are interesting 


the 
both Tory their simplicity and/light they throw on the 


actual sources of revenue at this time. They were: 


Surplus Creo BIO by. he seve. (a oh robe oeauGe. 


Penimton Subsidy ie ke wo a ie Bea ee Om. 
Estimated revenue from fees, licences 

permits, fines : Oe Dea TOG COO lO. 
Railwavs--under the Railway Tax Bil1160, 000,00, 
interest om School Vande 0). 1... 47,000. ala: 
Registry offices Rod oe Me oe eke 50,000.00. 


Actually mae province received for its first full year 
of operation $1,898,311.65 of which $1,124,375 came 
from the Bominion sovernment. This amount comprised 

2% of the actual receipts of the province for that 
year. The items included in this subsidy were as 
, 


(TO 
follows $9)’ 


Fopulation subsidy ie a ee anes ROO OO. Oe 


interest on debt allowance «.... 405,375. 00 
Chant ior Sever mmem Gia re rg le!) OM MOO OG 
Beane: Subsidy si) 4. Sy te yo oOo. OO) 


Grant for public a er 94,000.00 


ee AOD 


$1 ,124.375.00 


a 
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Oo. The Dominion Subsidy 


(9) Necessity for subsidy 

The Dominion subsidy must be explained more fully 
since down through the years it has formed the backbone 
of the provincets revenues. The fiscal clauses of the 
B.N.A.Act conditioned the fiscal develoomet of Alberta 
in no small degree. These clauses, sections 102--118, 
‘are repeated in sections 18 and 19 of the Alberta Act 


of 1905 along with section 20 which provides for com- 


o) 


Lt 


“Sensation in Jiew of public lands.) Under the original 
terms of Confederation, each province entering the 
Dominion was required to give up its only important 
source of revenue at the time--customs end excise duties) 
tm Sections Su) and O2)0f the, BN AsAet are careiuiiy 


set forth the responsibilities of the Dominion and Pro- 
vinees respectively. The Fathers of Sonfederation real— 
ized that the provinces having very definite responsi- 
bilities to shoulder on their ettsainment of provincial 
status, must of necessity have sufficient revenue to 
meet these responsibilities. A study of the remaining 


sources of funds ,left to the provinces after they had 


been deprived of the customs and excise duties, eon- 


vineed the statesmen that it would be impossible for 


the provinces to discharge their obligations without 
the assistance of the Dominion. 
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The subsidy system was reluctantly and with much 
misgiving set up by the Fathers of Confederation. There 
were many objections to the plan: from the provincial 
point of view, there was the danger that the power of 
the provincial legislatures would be weakened since 
they were giving up the right to impose an important 
type of tax to collect their own revenues: on the other 
hand, the central authorities had no guarantee that 
the provinces would be satisfied with their allotments 
and would not continue to make demands on them. The 
financial arrangements as finally set up were consider- 
ed to be Ultimate and complete. The Fathers accepted 
the subsidy principle, but deliberately set the grants 
at the bare minimum estimated as essential and they 

(aa) 
were expected to remain at that level. Any normal in- 
erease in) expenditures due to an increase in popula- 
tion and an extension of services, it was confidently 
would be met 

expected/by an increase in the returns from the public 
domain while resort to direct taxation could be had in 
times of emergency. Minor adiustments were made from 
time to time in the basic subsidies as outlined in 


the B,N.A.Act of 1867. These were quantitatively unim- 


portant, emountine tola net “itePease °té 811 the pro-° 


(4) 
vineéscof ofily $750,000 between 1873 and 1905;\\but °°° 


these small changes served to establish in the minds 


of provincial administrators that the financial terms 


of the B.N.A.Act were not inviolable, that they could 
be amended were sufficient pressure brought to bear 
on the central government by the provinces. The Fathers 
hed realized that the subsidy system was fraught with 
dangers for the new confederation, but, faced with 
the choice between allowing the provinces to impose 
indirect taxes and the necessity of granting subsi- 
dies, they chose the latter means of eking out the 
provincial budgets and bridging the sulf between pro- 
vineial receipts and expenditures. 

Alberta and Saskatchewan in 1905 Seapsa the 
benefit of the increased Aine of the subsidy 
system. The original subsidy terms for Alberta were 


deatted with the intention of providing for a growing 


I5 
entity and included the following Bie Uso 
(a)For the support of the government S| SOLCOG. 
(b)Population subsidy on an estimated pop- 
ulation of 250,000 at 80¢ per head (to 200, 000 
be revised every 2= years until the pop- 
ulation reached 800,000) 
(c) A debt allowance of _ 405,375 
(being the interest em $2,107,500 ab 5%) 
(a) For public buildings (5 years only) 95,000 
(e) To iten of public Lands 575,000 


ews 124 OV a. 


a sete emer 


re 


The debt allowance was granted to the province 
since it entered the Dominion free from debt. The four 
original provinces had entered Confederation with 
varying amounts of debt which were assumed by the Do- 
minion. In order that each province should be treated 
with scrupulous equality, those provinces which enter- 
ed debt free were granted annual interest on an arbi- 
trary amount which wes considered the norm. At the 
time when Alberta was created, this norm was held to 


be $32.43 per head. Alberta was allowed interest at 


5% on this sum multiplied by 250,000, thenumber as- 


sumed to be Alberta's population for subsidy purposes. 
The sum in lieu of public land was necessitated by 
the fact that, in contrast to the treatment accorded 
the other six provinces, for the furtherance of its 
own particular policy of settlement and railway build- 
ing, the Dominion saw fib to withhold from the three 
prairie provinces their public domain. As far as Al- 
berta is concerned, the retention of the public lands 
was provided for in section 21 of the Alberta Act as 
follows: "Alt a lands, mines and minerals, and 
royalties incident thereto, and the interest of the 


Crown in the waters within the province under the 


North-west Irrigation Act, 1898, shall continue to be 


vested in the Crown and szqministered by the Govern- 
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ment of Canada for the pvurvoses of Canada, subject 
Go the provisions of any Act of the Parliament of 
Canada with respect to road allowances and roads or 
trails in force immediately before the coming into 
foree of this Act, and shall apply to the said pro- 
vince with the substitution therein of the said pro- 
(16) 
vinee for the Northwest Territories." The amount, 
&375,000 was determined in a rather arbitrary way. 
It was supposed that the value of the public land 
suitable for settlement was $3'7,500,000, i.e., 
25,000,000 acres worth *1I.50 per acre. Until fits pop- 
ulation reached 400,000, She Dominion would pay to 
the province interest on this valuation at 1%. As the 
nonulation of the province increased, the interest 
rate would rise until it reached 3% when the popula- 
tion was 1,200,000. These calculations were based on 
no proven facts and were merely employed to provide 
adequate revenues for a growing province. No mention 
is made in the Alberta Act of. any valuation per sere 
since tt was realized by the framers of the act that 


: C07) 
the amounts were arbitrary. 


The total erant for publie buildings was the 


sum of $465,000 payable in five equal yeerly payments. 


14 


6. Other Sources of revenue. }- 

Phough the subsidy payment was the chief source of 
revenue for the ceases it had two other sources: (1) 
fines, fees, permits ete and (2) direct taxation. The 
Dominion under,the original B.N.A.Act had the right te 
raise money by any means. The chief taxes imposed by 
the province in the early days were as follows: rail- 
way tax, succession duties, corporation baw and the 
educational tax. The proceeds from these taxes were 
relatively unimportant at first, the most remunerative 
being the tax on railways. The fees included licence 
fees of various kinds including marriage licences, ped- 
lars! fees, auto fees (first imposed in 1910 when #1,000 
was collected), hotel fees, supreme court fees, permits 
(eo engineers, brand fees, registration of stallions 
and so forth. 

Two sections in each township were set aside 
as school lands and the Dominion retained eontcol ai 
these. However, the proceeds from the sale of these 
lands were put into a special trust fund and the in- 
terest on this fund was remitted to the province 
every ear) bo) be used for educational grants to schools. 
The intention of the Fathers of Confederation 


was to create a strong central government which 


_ 


4 nefnsor aioe sa 


hig " & AN: 
igattierd ee oy 


J Mf 


acai Ro a baa 


eg 


wits Nor. 


eres r. Hei Ro we ait 


6H 


paras i posh cul Ean 


ie 
" 


Mt ches OEE ah 
ete Bs) Keats 


fio! | nen 3 ve 2a iu, [ tacts i ‘ 


f j 


die ah bie a sin tf bith _ f haf 4 4 aie fy 


i bow) ey) Harta t ait taut bon), ates Pan 
eipstt. Re shah act? ‘beet lee ge As 
x ~~ a : te a ei : ‘anny 
=i a be Keer ange Taktnga, ry ‘od 


a 


ip! 9) anne Bite ag batt rei weir anit 


eo n 


tin mi, Hinge Chong Bi di: ha 
tirut feria ig a5 nba 


eee 


nh 


should deal with all matters of a general or national 
importance, while only matters of merely local signi- 
fiecance should be entrusted to the local VO RS - 
This intention is repeated throughout the Quebec and 
London Resolutions. In his opening speech on the Que- 
bec Resolutions in the Canadian Assembley, John A. 
Maedonald stressed this essential contrast. "In the 
proposed constitution," he declared, "all matters of 
general interest are to be dealt with by the General 
Pesieteture: white local legislatures will deal with 
matters of local interest, which do not affect the Con- 
federation as a whole, but are of the greatest import- 
ance to their pertienuler SOCETONS< {ch eaiec ss ee Mave 
strengthened the General Government. We have given the 
General Legislature alt the great subjects of legis-~- 
lation..........any honourable member on examining the 
dist of different subjects which are to be assigned 

to the General and Loval eae atures so poeta ares 
will see that all the great questions which affect the 
general interests of the Confederacy as a whole, are 
confided to the Federal Parliament, while the local in- 
terests and local laws of each section are preserved 
intact, and entrusted to the care of the local bodies 
Ltedae. besides atl the creat powers that are specifi- 


eally given, the S7th and last item of this portion of 
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the Constitution, confers on the General Legislature 
the general mass of sovereign legislation......We 
thereby strengthen the Central Parliament, and make 
the Confederation one people and one government, in- 
(18) 
stead of five peoples and five governments......." 
In section 92 of the B.N.A.Act, the exclusive powers 
of the provincial legislatures are set forth in detail 
and these were formally written into the Alberta Act. 
Alberta has control of all local matters including ed- 
ucation, poor relief, hospitals (other than marine), 
and (jointly with the Dominion Government) agriculture 
and labor disputes. Since 1912, the Dominion has shared 
responsibility with the province for old age pensions, 
(roy 
employment services, and unemployment reliéf. In addi- 
tion, Alberta has the power to legislate on all matters 
respecting property and civil rights. The rights of 
minorities are safeguarded in the section dealing with 
(20) 
education. In his budget speech in 1908, the then pro- 
vineial treasurer coneluded that the Alberta Act of 


1905 gave Alberta "fairly good financial terms." 


harly expenditures of the province. 
The early expenditures of the province were con- 


cerned with providing government and policing, adminis- 


tration of justice besides the money spent on the four 
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great public services: education, agriculture, public 
works and public health. From the first, the amounts 


spent on these services grew as follows: 


1915 1918 1921 (est 
Rducation #907, 407 &T,183,298 #2 339,473 
Acriculture S77 ne 193,669 699,590 
Public Works» 553,962 1,058,762 1.676.772 
Public Health 111, 860 211,817 562,300 


These figures increase, it is true, but not out of pre 
portion to the growth in population. It was in the ex- 
penditures regarded as necessary for providing commun- 
ications for a rapidly increasing population that money 
was spent unwiselv. 

Alberta's brief history divides naturally into 
1905-21==formation of debt; 1921-30 Government by the 
We Ae eerie attempts to control the growing debt; 
1950-57 the Depression Thirties which ended in repud- 
fation: 1937-48 Pay-as-you-fo0-Policy. These periods 


WiLL be considered in turn. 
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Alberta under the Liberals 1905-21 
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‘RoOrMatct von’ of Debt: 


All authorities agree that the policies pursued by 
the provincial sovernment during the optimistic years 
between 1905 and 1921 were responsible for Alberta's 
fubwrre debt problems. Alberta started out a little too 
enthusiastically and planted the roots of her subse- 
quent financial difficulties. Many reasons contributed 
to! this. in the’ first place, Alberta was’ the bast virgin 
eanover to be developed, but, instead of receiving 
the naive, hardworking, self-sacrificing, peasant type 
immigrants from central Europe o had settled else- 
where in the West, she received settlers "who were 


"Meany of 


trained in the technique of exploitation. 
these people came from the Western States. Well accus- 
tomed to the American standards of living and ussually 


possessing large amounts of capital of their own, they 


made insistent and immediate demands on the government 
for facilities for communications--roads and telephonesy,; 


for transportation--railways, and for adequate social 
services--schools, medical services and the like. 
Rapid Settlement. 


Settlement was very rapid in this period due to the 


publicity undertaken by both the Dominion Government 


‘and the C.P.R. The railway, induced to build its trans- 
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continental line py A pledge er more then 55,900,000 
(24) : 

acres of prairie lands, was spurred on to encourage sett- 
ters in order to reap the pecuniary results of its 
great undertakings. The C.P.R. became the greatest 
eolonization agency in) Canada and had offices in) al? 
the prineipal centres 1 Barope. the) Dominion, poles om 
settlement was formulated with regard to the good of 
the country as a whole. As has been noted before, quan= 
tity was aimed at and very little planning was done to 
ensure that settlers should be placed on suitable land. 
Alberta was powerless to do anything about this, even, 
if she had wished to, since the Dominion owned the re- 
sources and controlled the homestead filings. 

Rapid’ settlement in all parts of the province 
meant a heavy demand for communications. The nature of 
the terrain tended to raise the costs of: highways 
abeve those in me other prairie provinces because of 
the extra costs for levelling, grading and building. 
Had the Dominion planned to Serie the province com-= 
pactly in closely settled communities these costs 
could have been lowered. The provision of services 
for a small population widely scattered costs a great 


deal more than for the same number closely settled. 


During this period, automobiles came into wide use,ne- 


cessitating a better grade of highway. Because of the 
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scattered population expenditures on utilities and 
transportation was much higher than in the other pro- 
vinees, including Saskatchewan. By 1915, “Alberta's 
outstanding debt was *52.1 million, while Saskatchewan's 
was $39.2 million: between 19135 and 1921, Alberta's 
debt rose by a further $44 million while Saskatchewan's 
rose by *14 million. By 1913, Alberta had a direct in- 
vestment of $14.7 million in railways whereas Saskatch- 
had made no direct investment: Alberta had spent $7.5 
million on telephones as against $5.4 in Saskatchewan: 
but on public works, Alberta had spent only #9.3 mil- 
lion as against $II.9 million in Saskatchewan. By 1921 
however, Alberta had overtaken Saskatchewan in its 
public works, had spent four times more on its utilis‘ 
ties, but lagged behind Saskatchewan in its expendi- 
tures on agricultural "investments", Alberta having no 
Farm Loan Board. It. was its expenditures on railways 
‘an particular that caused a ue to be above 

ie 
that of Saskatchewan at this period, Settlement was so 
scattered in Alberta that even in 1905 settlers were 
besinning to settle La eae Wea ela see beard distrireie 
of the Peace River. So remote were these settlements 
that people remained for twenty and thirty years be- 


fore they were able to get passable highways and tele- 


phone communication was only established with them 
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since the last war. 

Haphazard colonization meant the settlement of 
land which, while suitabile for ranching with a restrict- 
ed number of head per acre, was very much unfitted for 
the growing of wheat. Efforts of the province to re- 
habilitate the settlers on this dry land or render it 


arable by irrigation have further increased the debts 


of) the) previnee,: The causes of debt in this pertedi may 
then be attributed to the efforts of an ceo 
overly-optimistic provincial government to provide a 
rapidly growing, scattered population with the amenities 
of decent living, including telephones, highways, rail- 
ways, and irrigation where necessary. Debts to pro- 
vide these amenities were incurred during the period 
1905-21. 

Origin of Telephone debt. 

The provision of telephones is a case in point. 
Alberta was the first Canadian province to enter the 
telephone business, beginning construction in 1906, 
This construction was not limited to Long distance lines 
end urban exchanges but was extended to rural lines. 

No expert advice was sought and charges were calculated 
to cover only the costs of operation and maintenance 


without consideration of capital charges. The rural 


lines, even with subsequent increased charges in 1919 
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and ~“igel, never were self-supporting. In 1908, the 
sovernment bought out the Bell Telephone Company which 
had steadily refused to build rural lines. The decision 
to operate the telephone lines might have been wise 
if a oe structure had been devised which would heave 
been adequate to> pay overhead charges and vrovide a 
sufficient replacement reserve to take care of depre- 
ciation, but such a rate would have been prohibitive. 
The root of this problem is the baste one of whether 
a ubility should ne supplied to those who need it at 
the expense of the population as a whole = whether 
the user should be required to pay the full eost or go 
without. The answer denends on one's basic political 
philtosophy--whether one believes in the laisser faire 
state in which the government makes the rules and sits 
back while the individuals battle it out or in the 
social service state in which the government adopts a 
paternalistic attitude and supplies each citizen with 
what he needs at the expense of all. Hvidently the 
Liberal government» took the latter attitude. 

Alberta's very first publie debt was incurred in Tune | 
1908 when bonds to the value of *%2,000,200 were sold 

G23), 

to buy out the Bell Telephone Yompany. These bonds, 


1mGvdentaliv. sold above par. Oniy i in three: years 
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subsequently, was the system self supporting--1928, 
1929, 1930. By 1922 the telephone policy had accounted 
for $21,000,000 of the public debt of which #9 million 
could be considered a total loss or a subsidy to rural 
(24) 
users. Rates were low from the start, rural telephones 
costing $15 a year=-substantially lower than the rate 
in Manitoba and siightly lower than that of Saskatch- 
ewan. In 1954,.a consulting engineer from U.S.A., Mr. 
Harry Barker, was employed to report on the property 
and business of the Alberta Government Telephones. He 
reported favorably on the operation of the toll ex-= 
changes ee urban lines but advised that the rvral 
lines, since aes needed to be rebuilt at a cost of 
#4,000,000, be sold or abandoned. He estimated the 
Value of the system as approximately #16,835,686 as 
of March 31, 1933. The government accepted his sugges-— 
tion and since then rural telephone lines all over 
Alberta have been abandoned or sold to rural groups. 
At that time, the net debt attributable to telephones 


was estimated at $25,419,700 of which $12,428,900 may 
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be considered a loss in investment. Of this lps: 
less than $10,000,000 arose from the operation of 


rural lines. 


The beginnings of the railway debt. 
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seul ContribuUbLion tO the mounting’ provincial debt. 
Certain underlying circumstances tended to make the 
railway problem more pressing in Alberta than in the 
other provinces. The very early settlements were made 
tn Cerpipory Conbisgueus, to the C.P.he, bub by LOLL 
Alberta had large stretches of eccupied territory 
long distances from the railway while Saskatchewan 
at the same time had only small stretches of occupied 
territory that were not served by railway communica- 
tion. Knowledge of the rich agricultural lands in 
the north of the province was becoming wide spread 
and settlement was pressing north of Hdmonton. The 
settlement of the vast Peace River country depended 
upon the provision of transportation. Furthermore 
Alberta was at the peak of transcontinental freight 
rates--that,plus the rapidity of settlement, led Al- 
berta into going beyond Saskatchewan's policy of 
merely guaranteeing bonds. Fventually Alberta took 
over the management of the Hdmonton, Dunvegan and 
British Columbia Railway. 

Alberta made her first guarantee of railway bonds 


in 1909 when she guaranteed the issue of bonds to the 


value of $7,400,000 by the Alberta and Great Weter- 
i (95 Y 
Asoo aie 


ways Railway. This guarantee was designed to stimulate 


railway building in the north west of the province. 
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This guarantee did not receive the supnort which had 
been given to the backing of the telephones but was 
bitterly assailed as not calculated to serve the pub- 


Watl 


lic interest. Within three years, over $44 million of 
feuaranteed securities were authorized to finance the 
construction of 5,000 miles of railway lines and $359..6 
million of these were actually issued. Guaranteed 
debentures of the Canadian Northern and Grand Trunk 
Pacitie Railways’ accounted for $22.5 million, bus, 


fortunately for the province, these companies were 


2 
absorbed later into the Canadian National System. The 
interest on the remaining &17.1 millions suaranteed 
bonds of the Alberta and Great Waterways Baia! the 
Edmonton, Dunvegan and British Columbia Railway and 
the Lacombe and North Western Railway had to be met 
by the province directly or by advances. In addition, 
| Penee capital advances were made to these comp2nies 
and to the Central Canada Railway to complete con- 
struction or to keep them’ in operation. By the end 
ef 1922, the cumulavive cost’ to the province of the 
interest paid by it on the $17 millions guaranteed 
obligations, and of the capital advances made, reach- 
(26) 
ed $15 millions. 
Other, Causes Of debt. 


Other factors which contributed to the accumu- 
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lation of a heavy debt burden in these early days of 
the province's history were highway construction, 
Sorieuleoral loans irrigation, Gericits on) current 
accounts and sums due on savings certificates. With 
respect to highways, Alberta was handicapped by topo- 
graphy and vast distances between sparse settlements. 
Alberta avoided farm loan enterpBises but advanced 
money to the farmers under such schemes as the Live- 
stock Encoursgement Act (Cow Bill) which was discon- 
tinued in’ 1922, and. seed grain and feed relief. bills. 
Most of these loans were in the ftorm of guaranteed 
short term loans, but eventually the government had 
to pay what it had esuaranteed. By 1922, $7,798, 269 
was outstanding in seed loans. 

irrigation proved to be in Alberta a most prolt 


fie source of debt. The earliest important debt on 


this score was an advance of $5,400,000 to the Leth- 
Bridge Irrigation District in 1921. Another $I, 160,000 
was outstanding with respect to irrigation schemes 

by 1922. At that time, too, the amount of savings 
certificates outstanding was some $4.5 million. In 

the period 1909-21 there were ten deficits on current 
accounts, varying in amounts from $124,084.07 in 1909 


to $2,118,209.66 in 1921. The total amount of these 


deficits was 47,491, 622.796°) 
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By the end of 1922, Alberta's outstanding debt 
fora eet etion of some 592,000 was $95,000,000. as 
compesred with $39 million in Saskatchewan for a popit 
lation of 771,000 and $64 million in Manitoba for a 
population of 616,000. This meant a per capita debt 
in Alberta of “160.47, in Sasketchewan of 50.59 
and in Manitoba of Yeeee tn ded ficures teken from 
the Bank of Canada Report of 1957 include direet 
liabilities and guarantees subsequently implemented 
less cash, securities; sinking fund, and school lands 
yeh 
Debt situation at the end of the Liberal regime. 

1921 saw the end of the Liberal regime in Alberta 
and for good or for evil the fiscal pattern in Alberta 
had been set. Alberta had plunged recklessly into 
debt in an impatient effort to provide the amenities 
of civilization for a pioneer province. Pertinent to 
the attitude of the political leaders of the pro- 
vince to debt are the following quotations found in 
the budget speech of the Hon. ©.R. Mitchell in 1917; 

WA young province is naturally progressive. It 
Must develop ibs Latent wealth or lie dormant. 2... 
development requires capital. Prudence is a good 


thing but too mueh prudence means stagnation..... 
Varied topography, therefore the problem of the ex- 


Lo 


tension or roads, bridges and telephones is more 
eostly and difficult than in the neighboring provinces 
to the east. No apology is needed for the present in- 
debtedness amounting to $28,657,535 with its aver- 
age interest of 4.48%." The same gentleman declared 
also,"Possession of a reasonable public debt is actu= 
ally a source of strength in a democratic country." 
This attitude perhaps cannot be unequivocally 
condemned. Alberta during this period had been a 
magnet which drew many thousands of immigrants === 
Sse in the last push West who sought an oppor= 
tunity to hew out a living. Their age composition 
was characteristically young and they experienced 
the hastening of development that can be achieved by 
borrowing. So great was the economic expansion before 
World War I that almost all government expenditure on 
equipment seemed to justify itself. One cannot measure 
fovernment success in such investments wholly in 


terms of their immediate financial returns but rather 


in "their ability to expedite private investment in 
provincial resources, which in turn will tend to in- 


crease the population and revenues of the province. 
If private investment proceeds as is hoped for, the 


government investment may prove self-sustaining, or 
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ment investment was imperative and Alberta could not 
have achieved the degree of development and the 
standard of living it subsequently attained without i 
it, but it cannot be denied that more caution and 
foresight would have prevented the accumulation of 
so much deadweight aout at this) time... 

The propriety of 2 public debt of $95,000,000 
for 2 population of 592,000 can be considered from 
various angles. In a sovereign state, where the 
government can control its currency fully, a debt of 
twice the national income is not too large to be 
considered alarming says Groves in his "Public 
Financing" but this rule of thumb cannot be applied 
to Alberta since it has no control over currency or 
credit.One must instead take into account income and 
the relation of the debt charges to that income. The 


Alberta government's income was not elastic. The 


beckibone of the province's revenue, the Dominion 
ly 
subsidy, was comparative static at this time while 
was 


the tax system, inelastic and unprogressive since 
small reliance was placed on direct taxation. A 
large debt is more readily tolerated in a country 
where the debt is held by the residents themselves, 


but a great deal of the Alberta debt--even a fair 


proportion of the savings certificates-~was held out- 
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side the province. A lot of this debt was held in 
New York and London and interest had to be paid in 
9 foreign currency often at adverse exchange rates. 


Another disquieting fact about Alberta's Hideh ea eee 
20} 

was the fact that the debt charges formed a of 
the provincial expenditure. Debt charges are an uncon- 
trollable item of expenditure and are - disastrous 

to a provinee"s economy in depression times. Unfor~ 
tunately by 1921, Albert'a ordinary expenditure was 
tending more and more to services that were relative- 
ly difficult to adjust downwards--social and educa- 


tional services besides the increasingly opvressive 


debt charges. 


ante 


aes EME pa Bik) 2, te aa 

> ary ah ay di . ve | | 

Se oat aAngxe vnntetey: 
cf > 7 ; ; te : : vy , i . i , : : ’ 


S)e,6 0.0.0.0) baa 


Se me 


Alberta under the U.F.A. 


nore 


a a PR ee 
weno a 


Payee Xe! 


go Wepresc on or I9et brings Uli. 


RR Am MERE Ml PN Rt 


There was 


ership of the 


Zablon 1mbo politic 


pass 
Came 1h GOO), 
Greenfield in 


worthy intentions thus: 


where we must 
Sion thet has 
extreme limit 
has come when 


srowing debt 


limitations of our taxing ability 


less 
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was substantially true. 


asricultural products in Alberta was $137,455, 706 


ed to a sbrictly amateur group, 


while our population 
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while the Dominion 
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& sharp depression in 1921 and this 
sfaction with the Liberal lead-~ 


province brought the farmers! organi- 


ics and Control of the province 
the 
fubl or good resolutions). 
his budget speech of 1922 voiced these 
"We have reeched the stage 
mark time in the trend of over-expan- 
overtaken by a considerable margin the 


of our sources of revenue. The time 


we cannot view with complacency a 
and the resultant 


remain more or 


not 
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the financial health 
noted that agriculture was the basic 


and 


had spent vast sums to get 


pe 
farms, it had spent nothing to keep 
finding them markets. What he said 
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of which $82,792,290 was oe field crops alone. In 
the province of Quebee the value of these same field 
crops would have been more than double--%176,506,539-- 
tie: difference, being Largely due to heavy freight 
rates. Yet Alberta's debt charges had to be paid in 
the same coin with which Quebec paid hers: and at 


\ 


the same or a higher interest rate. 


Attempts to control expenditure. 


The sharp depression of 1921 was followed, by 
some years of indifferent progress. Some attempt was 
made to reduce the somewhat inflated general expendi- 
tures and to curtail the capital expenditure. This 
lasted three years. In an effort to raise the re- 
venues only one new tax was imposed--the gasoline 


tax at 2¢ per gallon in 1922. That year it produced 


{, 


*T85,000, Rates on old taxes were raised. The amuse- 
ment tax and the corporation tax were raised to 
bring them more in line with the other western pro- 
ncea. The mine owners! tax was increased to 5¢ 
per ton on all coal mined. In this year also ad- 
vanees for seed grain and feed relief and the Live- 
stock Improvement Act were discontinued. Current 
expenditures were further reduced by reducing edu- 
cational grants, reducing. the number of school 


inspectors and publie health nurses and by closing 
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the Edmonton Normal School and two agricultural 
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schools. Some new revenues were derived from liquor 
control and the interest on savines certificates was 
reduced from 5% to 43%. These measures represented 
some shift in emphasis in the tax base,: new weight 
being placed on taxes on industries (mine tax,cor- 
poration tax) and on the spending of the people (1li- 
quor, amusements, gasoline). The shift to taxes on 
Ssoending generally acts as a revenue stabilizer for. 
sovernments in depression times, but only signifi- 
cantly so when the economy is highly diversified and 
householders and firms can indulge in some"dissaving 


In an agricultural economy as Alberta's, taxes on 


spending are of rather less value as revenue stabi- 


lizers. since a depression results in little"dissaving" 


but, rather: tends: to emphasize the ‘burdensome’ nature 
of the public and private debts incurred in the pre- 
vious boot. 

It is interesting and informative to compare 


he increase in expenditures i Liles 1914 end 1921 


With the Inerease in populatio: 
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1907" LOU Loe % increase, 

, lL over 12a) 
Population 185, 185 *'0659, 000 585, ABA 9.17 
Public Debt saa $657,844 1,959,654 194,8 
Civil Government $100,481 449,641 964,029"; Lied 
Legislation Spesgooe £18,048 211, 330 7869 
Administration of 
Justice 205,847 ‘788,443 ri 6o9*, bot LOT. ©} 
Public Works hy 274 (S77. OG 1,852,047 ofa e 
Agriculture & 
Statistics O44, 9467 -S65,8L1 692. 6'70 89.5 
Public Health 56,187 215,654 S17 eo? Sg 
Education 5o9 ,087) 618.955 245207, 000 Leo eo 
surplus 6g. 650 
Total &5-550,C O25 32990, 956 LO, 16.1728 (2 0sse4" 


It is to be noted that with s very little increase in 
population, expenditures had increased on the average 
153.4%. Public debt charges had almost doubled while 
expenditures on publie works had more than doubled. No 
wonder Mr. Greenfield remarked, "There is a limit to 
what the sovernment can do in the way of paternalism. 
“e have overstepped that limit in “lberta in recent 
years and our people have learned to lean unduly on 
the government for assistance." 


3- Prosperous Years 1985-29 


However, the U.f.A. party's policy of retrench- 
ment and increased revenue was insufficient to balance 
the budget until a sharp upward trend in economic 
progress was resumed in 1925. Then the government 
prematurely relaxed its austerity program particular- 


ly in connection with public health and highways. An 


untimely reassessment of land valves lowered the 
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total provincial assessment and consequently the sup- 
: by 
plementary revenue based on it decreased in 1927/27% 
--from “1,277,000 to $993,000, Alberta was prosperous 
in the years 1925-1929. A Searle Grain report shows 
that, while the farmers! purchasing power declined 59% 
from 1920 to 1924, it rose as much as 63% from 1924 to 
1926 and continued to rise until 1929. Although Al- 
berta was prosperous, the narrowness of her tax system 
prevented any material surpluses which could provide 
for some retirement of Alberta's debt. It continued 
to rise. In 1928 and 1929, the revenues began to in- 
erease due to increases from gasoline taxation, auto- 
mobile licences, and licuor profits. Alberta failed to 
take advantage of these prosperous years to reduce 
her dead weight-debt though at this time the gross 
and net values of the agricultural products were two 
and sometimes three times their value in 1921 and 1922. 
During this period, the increase in the outstanding 
debt continued and, at this time, exceeded the debe 
increase in all the other provinces except Ontario. 
The increase was due to the deficits of 1925-1927 and 
additional investments in public works particularly 
(32) 


in highways and utilities.Alberta's net annual debt 


charges less interest on investments received con- 


sistently exceeded 37% in these boom years as against 
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(33) 


less than 20% in the other provinces as 9 whole.The 
total received from provincial taxation was actually 
lower than thet received in 1921-1922, The province 
failed to increase its Se during these pros- 
perous years by taking advantage of its right to im- 
pose direct taxation and thereby directing some of 
the additional wealth into the provincial coffers. 
Sale of Railways. 

this period ig merked by two important milestones 
in the provinee’s financial history: the selling of 
the railways and the negotiations for the sequisitron 
of the natural resources. In 1928 the Lacombe and North 
Western Railway was sold to the C.P.R. for $1,125,000 


cash and the assumption of the *270,000 suaranteed 


obligation. In 1929, all the remaining railway pro- 


ie 


erties of the covernment were sold to the Yanadian 


to 


Pacific Railway and the Canadian National Railway 
jointly. For these $15,580,000 was to be paid in cash 
in three instalments in 1929,1933 and 1939. In addi- 
tion, the purshasers assumed 49,420,000 of provincial- 
ly susranteed railway securities. The province was 
left with responsibility for bonds to the extent of 
#7,#00,000 due and payable on January 1,1959. While 


these trnsactions were cenerally regarded as satis- 


factory, nevertheless, the province was left with a 
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very heevy loss as a result of the suarantees it had 
siven. A venture which had cost the province an aver- 


age of $5,000,000 a year during the 20's in cash ad- 
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(34) 


$2S),005 7852.92 as of March 31, 1957, made up as follewes 


~ § 
Gapital loss Income loss Total loss 


Lacombe and N.W.Railway qh 560,067 & Se roy) eA 44,1 179 


lorthern Railways 10,766,330 21,649,655 


OL $11,649,441 $25,095, 852 


This residual indebtedness cost the province approxi- 
mately $1,250,000 to carry. In 1928, Alberta received 
an instalment on the purchase price of “1.5 million 
and in 1929 another instalment of *6.1 million. Be- 
Sides there were transfers of bonds in 1928 to the 

value of $300,000 and in 1929 to the value of 9,400,000 
to the Canadian Pacifie and Canadian National Railways. 
These payments and transfers allowed a reduction in 

the outstanding wdebo) itn woe. Ihe debt position. for 


1927 and 1929 may be shown as follows: 


gral L239 


+ million 


Railways 5749 

Telephones 2 a aS 

Publie Works | 44S 55.4 i 

Other advances etc. 10'.4 10.8 

Eapital Losses 4 12.1 (largely dueite 


Loss On) Pare 
weys) 


Veficits 4.7 ae 
Active assets TAGS 298 


oustanding debt NO TeOnsS 126.9 
(next: page) 
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Comparison beuween debt. position ini1927 and 1929 


continued: 
19°7 1929 
¢ million 
Poteal debt 152.7 130.4 
Less sinking 
fund reserve Le6 Aes 
5 . , (oe “| 
Capital surplus ae} 9 
2.4 2.5 
Outstanding debt 12073 126.9 9 


In spite of the capital loss incurred, the sale 
of tae railways might be considered advantageous. Fur 
ther ineviteble loss was avoided anf the net debt was 
reduced to that of 1922, but Alberta did not take ad- 
vantase of the prosperous years to retire any portion 
of) ats” net debt. “Moreover, the province had not been 
able to cut its losses on its other major evarentee, 
Lhe Lethbridee Northern Irrigation District. From the 
first the settlers had not been able to meet the carry- 
ing charges. Some settlers had been unsuitable and the 
fixed charges per acre had been too high for the type 
of farming attempted. By 1930 the guarantees on which 
the province had to pay the full amount of the interest 
and advances, including the interest advanced to the 
district, totalled #8,000,000, 


Acquisition of the natural resources. 


During the period under consideration, the province 


was successful in its negotiations for the sentrol 


in iy 
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of its natural resources and here it is fitting to di 
gress and consider the whole problem. Soon after Con- 


federation, the Dominion acouir ed from the Imperial 
Crown authorities, after the Hudson's Bay Company had 
surrendered its rights in those regions, all the North- 
West Perritories including therein all the natural 
resources to the extent that they had been retained by 
the Lerritories. The original provinces were given 
their natural resources--lands, mines, minerals and 
royalties. British Columbia was siven her resources 
when she joined the Dominion in 1871, Manitoba was re- 
fused hers — without compensation while both Alberta and 
saskatchewan were given grants in lieu of their natural 
resources. At the time when the prairie provinces were 
oreanized, the federal government was actively encsaged 
in settling the vast open spaces of the West and wish 


al 


oe 


d)'toO. avoid any aclion whieh might prove prejudices 


i) 


to its colonization and railway construetion programs. 
a had 
From the beginning the Dominion/been inspired to bring 
A vr P| 
all of British North America under one government. Its 
agreement with British Columbia in 1870 in which it 
promised to link the new province with Hastern Canada 


by 2,000 miles of railway through the largely uninhabited 


prairies made it imperative that it retain the re- 
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sources. the Canadian Pacific Railway Yompany was 
induced to build the railway by the grant of thousands 
of acres of fertile prairie land along with other 
privileges including tax exemptions. By 1905 when 
Alberta was formed over 55,000, acres had been pledged 
to the company. Not.all this huge acreage was earned 
by the company and before-1905 the policy of subsidig 
ing railway construction by land grants was dropped; 
but the process of selecting these lands so earned, 
and the after-math of tax exemption, remained for 
many years to vex the growing communities of the West. 
None of the three Prairie provinces had any existence 
as such until the moment it entered Gonfederation. 
None of them, therefore, was cai & position to 
register objection to the denial of resources control 
until after it came into being, and by that time it 


(36 
was without control. 


A 
Movement for the possession of the provincial 
lands arose in 1910 when the Alberta legislature appr 
proved a resolution urging the Dominion to convey all 
the, dands of the, North and all resources of. a) purely 
local concern. Evidently the province was willing at 


this time for the Dominion to retain the agricultural 


land. In 1912, however, the province went further 


i reine that the Hominion 
and passed a resolution urging : 
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transfer to provincial control "all the natural re- 
(37) 
sources within the boundaries of the vrovince." In 
December, 1915, the premiers of the prairie provinces 
addressed a joint letter to the Dominion sovernment, 
containing the request that the land be placed under 
the provincial authority “and that the land subsidy be 
continued as compensation for the lands already alien- 
(38) | 

ated. Sir Robert Borden replied that this reauest was 
more than had ever been comtemplated and that to srant 
it would foree a revision of all subsidies and place 
too great a burden on Dominion resources, He offered 
to transfer the land without the subsidy, but this of 
fer.was refused. The war intervened and stilled the 


(39) 
land controversy for many years. The first vost-war 


move was made on November 19,1918 when the provinces 
renewed their demands for both the lands and the land 
subsidy. Prime Minister was about to call a conference 
about the matter when he was ferced to retire through 
sickness. 

After Meighen became Prime Minister, the prairie 
provinces asked for a conference and were’ told that 
any settlement would have to be satisfactory both to 
the Dominion and to the other provinces, and, if land 


subsidies were to be continued, additional subsidies 


would be in order for the other provinces. This was 
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cial position due to war debts. Manitoba insisted 
that the provinces had a constitutional right to the 
land and refused to accept control of it without an 
accounting of the Dominion's ee ee ee on a 
fiduciary basis. Mr. Meizhen insisted that such an ace 


counting was impossible because too many factors were 


involved--the Dominion policies of immigration, rail- 


ways, irrigation, and the cost of policing, ete. The 
provinces proved adamant and the conference ended in 
failure. The situation was further complicated by 
Alberta and Saskatchewan asking for compensation be- 
fore they tere even thought of as provinces. 

When Mr. Mackenzie King became prime minister, 
he sugzested that a fresh start be made on the prob= 
lem and he pointed out that, since any sums received 
by the Dominion had been spent one way or another on 
the management of the lands, the provinces should be 
a ele to take them over without any compensation. 
The provinces claimed that under the B.N.A.Act they 
were entitled to their lands but approximately one 
half of them had been alienated since 1905. The con- 
ferences dragsed on and finally, in 1926, Alberta and 


Saskatchewan signed an agreement with the Dominions 


The provinces would accept the land without compensa- 
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tion but with the continuance of the subsidy for three 
years. However, when this agreement came un for rati- 
fication in the House of Commons, Quebec insisted 

that the educational rights of the Gatholic minorities 
in the province be safeguarded before approval was 
given. To avoid any sectarian dispute, the whole mentees 
was promptly dropped. The Report of the Duncan Commis— 
sion in 1926 which proposed increased subsidies to 

the “sritime provinces reopened the resources question 
in the prairie provinces. Finally in December,1928, 

the governments of the Dominion and Alberta at last 
coneluded an agreement on most favoreble terms for 

the province. Alberta received (1) the control of her 
lands, minerals and natural resources on Octoberl, '9a0s 
(2) the continuence of the land subsidy; the promise 
of the appointment of a Royal Commission to determine 
whether she should receive any further compensstion, 
the decision of this commission to be acceptable to 
both governments before it became effective. 

Althouch the resources oe returned to the 
province in 1930, the Yommission was not anpointed 
until 1955. It comprised Mr. Justice Dysart of the 
King's Bench of Manitoba, Me. Justice Tweedie of the 


Supreme Court of Alberta, and G.C. McDonald. In its 


report, the Commission determined that Alberta had 
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not enjoyed equality with the other provinces since 
it) hed net received possedsion of its land in 1905. 


It awarded the province as compensation the lump sum 
(40) 
of *5,000,000.This award was not accented immediately 


by the provinee and, when it finally whe accepted, 


with accrued interest it had grown to $7,799,750. 


Im 1947 it was accepted and applied against a similar 


amount of non-relief interest bearing treasury Bills 


“owed to the Dominion. 
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1.The Debt Burden in 1930, 
Tre next period to be considered in the story of 


Alberta's fiscal development is that of the depression 


years 1950-37. Alberta entered the depression with the 


largest outstanding debt of any province in the Domin- 


ion except Ontario and with the highest fixed charges 
in relation to its ee ae in Canada. The causes of 
this were the extravagant expenditures of 1905-21, 
followed by the failure to reduce the debt during the 
prosperous years 1925-29. Alberta's fortunete sale of 
its railways had the welcome result of reducing the 
unavoidably fixed debt charges by approximately one 
third. According to the Elliott-Walker Report, the net 


(42) 
debt in 1930 amounted to $102, 406,298.23. Some idea 


yt @ 
of the burden of the debt may be had from the follow- 
ing table, compiled from the Public Accounts of Al- 


berta: i 
Year Annual debt charges per capita *% of revenue. 


1930 $4,998,448.74 7.80 SLs68 
TOSL 5..782,067.75 9.02 26,80 
1932 6,431, 817.34 8.'79 a7 
1933 6, 814,658,228 9,31 44,19 
1934 6,943, 309.95 9,05 54,74 
1935 7,137, 338.25 9,30 45,46 
1936 7,358, 567.89 9.57 44,27 
1937 4, 460,447,53 5,78 O50 
1938 3,961,011.41 Seas ae 16,41 


(43) 
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The following figures are taken from the Bank of Cana- 
da Report and the dept eharges include interest, ex- 
change on interest, and debt management besides 
amortization of debt discount. In other words these 


are total debt charges on accounting basis: 


Year debt charges total expenditures debt charges as 
% of expenditure 


(in millions) 


1ST: #649 “T8. 38.55 

1932 no 18.6 43,06 

1933 8,4 VG. 4 48,27 

1934 8.4 sre 49,41 

1935 8.5 ae 50, 

1936 8.7 1 Ys: 49,43 

USS7 (est. )5.7 ia. 2 Seo 

1938 ae 3.3 33.98 7(44) 


In the fiscal year 1946-47, when the province might 
be considered to have achieved some degree of none 
ey, the debt charges formed 15.88% of the total re- 

. ! (45) 
venue and 21.18% of the expendittres. 
Agricultural Slump in 50's. 

In 1960, Alberta was subjected not only to the 
unhappy results of a world wide depression ,but also 
her agricultural production dropped that yesr to 
$161, 221,178 as against $242,052,089 for the previous 


year because of drought conditions and unusually high 


winds in the spring which blew the crop out of the 


ground. Prices had previously declined the year be- 


voy 


4.7 


fore, reaching, in 1930, levels much lower than at 
any time since the early "Bichties",. Prices continued 
to fall in 1951 and 1932 though crops were better. 
They sank to an all time low in 1932 when wheat went 
down to an average price of 36¢ a bushel and butter 
was wortth 20¢ a pound og anecae li¢. The Alberta 
Wheat Pool felt the taeaee of world wide depression 
const deus and the province was forced to come to its 
aid with a loan of $5,649,687 in order to keep it sol- 
vent. Prices slippéd even lower the next year with 
wheat at 32¢ a bushel and butter and cheese at 16 and 


(46) 
10 cents a pound respectively. Some increase in agri- 


cultural prices was shown in 1934. However, yields 
were lower. In 19355, production dropped again because 
of abnormal crop conditions, and crops continued to 

be comparatively poor during the next three years. 
Since Albertats economy is predominantly agricultural 
mbes felt the effects of the depression severely as 
only an agricultural country could. During the three 
worst years, 1931-1932-1933, the value of a1] pro- 
duetion was Pe lover then hat of the year 1929 and 
its net value wes 35% lower. However, the deflation in 


2 


Alberta was not as acute as in the other prairie pro-= 


vinees. In Manitoba, the value of the gross production 


fell 48% while the net value fell 44%. In Saskatchewan, 


\ 


production but istpll significant. This snerease ais 


the fall in production was 61% and 58% respectively. 


In comparison with the production fisures for !bhe- 
1901-22 level, Alberta fared better since her 1931- 
1952-1955 production did not fall below that of 1921-22 
while in Manitoba the the 1931-1932-1933 fiscures were 


only 3/4 of the 1921-22 fieures and in Saskatchewan 
(47) 
they were only one half. pees 
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Tt is interestins to note the increase in the value 


a 


ite 


of manufacturing production in Alberta--insufficient 


to offset the deeline in the values of agricultural 


indicated by the following tables: 


Year Value of manufactured 
foods 


1906 4,979,000 
1920 60,064,000 
1928 100,000,000 
1931 68,367,411 
1933 54,642,706 
1935 78, 282,607 
1936 74,052,010 (48) 
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Manufacturing production dropped by one third in 1931 
but there was. increased vroduction of natural cas and 


erude oi]. In the North West Territories, new dic- 


coveries of redium, silver and gold deposits meant an 


“increase in mining, prospecting and transport activis 


ties which meant a distinct advantage to the province. 


During this period, there was a major shift of pro- 
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vineial income from the south to the north of the pro- 
(49) 
5S. Decrease in revenue. 
As a net result of the depression, revenues naturally 
dropped in Alberta--%4 millions, or 25%, between 
1929-1930 and 1931-32. The chief declines were #4 milk 


dion in land tax collections, $3 million in suecessien 


duties, $= million in gasoline tax, $5 million in 
sutomobile licences, $5 million in telephone earnings, 


+ 


and $I million in liquor profits. During this period 
there were no increases in taxation. On the contrary 
the automobile licence fee was reduced in 1932 to a 
minimum of $10 and a maximum of $350 to bring it down 
(eo) 
to the level in Saskatchewan. 
4. Increase in Expenditures. 


During this same period, the ordinary expenditures 


o> million--chiefly due to the increase 


ture for old age pensions and highway. No serious ef- 
LOI: oe to retrench at this time though small 
savings were made by lowering civil service salaries. 
Revenue receipts fell %5 million beg that of the es 
timated revenue in 1941-32, 
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Oe Increased Debt Charges, 


Augmented debt charges at this time were due to 
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this time under unfavorable market conditions. #I0 
millions had to be raised to meet maturing Treasury 
Bills and debentures, while as much was needed for 
deficits in income accounts, capital expenses, unem- 
Sj eweaie ence and like expenditures. The cost of 
these bonds increased to 4.5 and 4.75% but the covern- 
ment was gratified that it had been are to market its 
wonds at all et this time. England had just abandoned 
its gold standard, several South American countries 
had recently defaulted while financial conditions 
were unsettled over a large part of the world due to 
the uncertainty which existed over war reperations 

E ° 
payments. In all a total of #61 millions of securities 
were marketed in 1931, 1932, 1933 and in two cases 
the interest rate was as high as 6.75%. At this time, 
too, there was a cash drain on the province because 
of the redemption of savings certificates. The 
amount of savings certificates outstanding at the end 


of the 1930 fiscal year was $I2 million in spite of 


2 further reduction of interest to 4%. This amount 
asad) 


was reduced to #8,584,000 by December 31,1932. Much 
of the money withdrawn was reinvested in provincial 
bonds at a higher interest rate. In April, 1952, the 


province issued a new kind of savings certificate, the 
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term certificate at 5%. This certificate was very pop- 
ular, over $I million being subscribed within a year. 
Efforts to Tnerease Revenues 

In 1955, a serious effort was made to increase revenues. 
Automobile licences were restored to their previous 
levels, amusement taxes were increased, the fuch hase 
went up to 6¢ a gallon, corporation taxes were in- 
creased in general 10% and succession duties also were 
increased. An income tax was imposed, starting at $750 
for single people and at $1,500 for married men as in 


low as 1%. Such an innocuous little income tax it was 


compared to what the Dominion government is able to 


mulect the protesting taxpayer at the present day! 
(52) 


Still it collected $314,090.38 from 20,701 taxpayers. 
Continued savings were made by decreasing civil ser- 
vants' and cabinet ministers' salaries. Public works! 
expenditures were drastically cut at this time. How- 
ever relief expenditures were high--almost “2 million—- 
and the telephone utility and the Lethbridge Irriga- 
tion. project were still operating at a deficit. 

In 1933-34 efforts were centered in an effort to 
balance the budget and further determined reductions 
were attempted in every department except Education. 


The estimate for highway maintenance was cut by 
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#550,000. Civil servants! and Mi rs! salaries 
were reduced by a further $160,000 and, as a result 
of these reductions, the deficit was brought down 
Prom a Mish ef Bo. Tos 050,92 in’ 195-32 te 
#T,878,051.42 for the fiscal year ending March 31, 

(53) | 
1934, 


Relief Expenditures. 


Relief exnenditures were hish in the depression 


period though never so high as in Saskatchewan and 


Manitoba. The comparable figures for relief during 
(54) 
the years 1930-37 are: 
Alberta 40,000,000 
Saskatchewan ‘110,000, 000 
Manitoba 53,000,000 
Alberta's relief expenditures were financed in this 
way: 
Province's' own share $18.8 million (4.7--province's 


own funds 
a ee eee from 
Dominion) 


Municipalities! share 7,4 million (4.7) own, fumds 
Oe? borrowed from 
province) 
Dominions hace _$18,8 million 
fAO million 


Public borrowing practically ceased after a 
sterling issue in 1932 which involved a serious loss 


to the province. The cash requirements from 1931-32 
to 1935-36 


were met as follows: 
(next page) 


&T5--borrowed from the Dominion government for relief. 

dh B-—-railwey sale instalmentin 1933. 

¢h 6--overdraft in bank secured by the promise of the 

1939 railway instalment. 

# 3.75--from the sale of securities from the special 
investment fund. | 

© T.5--in savings certificates--Llargely offset by the 

redemption of an equal amount later, (55) 


By the summer of 1935, Alberta had largely ex- 


2 a 


hausted its liquid and realizable assets in order to 
meet its chronie cash deficiencies and when a run was 
madeon) Tic savings) Cerbifticeates in) Aucust, 1apo, cue 
necessary funds were not available. Payments were not 
renewed on these certificates until 1937 and then only 
On a token basis. On April 1, 1956, maturing bonds (ve 
the value Of $5.2 million and on November 1 of the 


at 


same year bonds to the value of $1.25 were not met. 
Both these issues were 6% bonds. As a result of the 
situation which developed in 1935, Alberta found it 
impossible to borrow in the public foe and it be- 
came necessary to provide for all current and capital 
expenditures from the province's Own resources. The 


Dominion undertook to provide all that was actually 


needed for relief purposes. 
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Alberta under the Social Credit Party. 


BA 


2. the Aecescion of the Soeial Credit Party. 


The financial) fTliascacof 1955 coupled with the 
moral debacle within the cabinet led to the overthrow 
of the government and the accession to power of the 
Social Credit party under its leader, William 
Aberhart, that economic heretic who had been procien.s 
| ing the gospel of 2 dividend of $25 a month to every 
adult.since 1933. Since the desire to make money the 
easy way has. always been a weakness of the poor, it 
Ts Hob surprioine he), mands such ayman boosted: inte 
power by a ge obe, one fifth of whom were on relief, 
two fifths of whom were little better off, whose 


farmers were largely insolvent and one third of whose 
(56) 
provincial income was absorbed by debt ahd taxation. 
Mr. Aberhert was éntrusted with the task of salvaging 
the province from the morass of debt, despair and 
disiilveion inte, whiichs iti bead talven. i In to9ee, ihe 
total debt of the province--provincial, municipal, 
school, mortgage and private--was estimated at 
#611,482,000. 36% of this debt wac held outside of 
Canad and the remaining 64% within the country. 
2. Repudiation. 


fhe Aberhart sovernment, of course, never did 


make good its promise of the basic dividend, but it 
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did succeed in startling the rest of the country by 

ibs wnorthodex handling ef financial matters. Its first 

unconventional actions were the repudiation of a 

maturing bond issue of %3,200,000 due on April 1,1936 

and the erbitrery reduction oP interest rates by an 

order in council,number 754, dated May 50,1936. This 

matter of debt is discussed in a later section, 

Deri. 
Orr drama. 1937, the province started another 


unorthodox financial move--the issuing o 


je 


p° to pay for relief work. This had already been 


ser 
tried in several places in the U.S.A.--Portland, Chi- 

cago, Des Moines-- and found to be largely ineffective. 
Serio. was introduced into Alberta as payment for road 


work but the experiment was unsuccessful. The scrip: 


eertificates were about the size of a doilar bill and 


they bore the sicnatures of the premier and the pro- 
vincial treasurer. On the backs of these certificates 
were spaces for one cent stampns one of which was tea 

be affixed to the certificate for each of 104 weeks. 

At the end of this time, the province would redeem the 
eertificate for $I. The seheme was evidently in the 
nature of a giant eee tax which failed to work be- 


Cause Whe eovermment Save it scant support themselves, 


refusing GO accept scrip for the payment of ' taxes, 
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liquor etc. The scheme soon fell through and 
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Le 


cences, 
had little effect on the financial development of the 
province. 

Pav-as-vyou-20 Policy. 

After 1936, the province operated strictly on a 


a necessity, Provincial Treasprer, the Hon. Chas. CGock- 


roru enuneiated this policy an his budget speech of 
Mareh 2, 1936:"We are firmly convinced that we cannot 
allow the debt of this province to increase as it has 


done in the past.If we do not take immediate action 
our Guy tO the people of this proyinee. Briefly ‘we 


must see to it that our expenditures are brought into 


palance with our receipts." Three months later, the 


province announced its reduction of interest rates, 
thus destroying its. credit. Alberta could not possibly 
have borrowed nowymo matter how much it wanted to, 


We The situation in 1936 wes by no means reas- 


surine. Debt had reached an all ttme high of approxi- 
mately #167,000,000 but n¢& so high when considered in 
relat lem uwioO nae) bORead: nroduction of the province at 
that time. More alarming was the fact that the total 
yearly debt charges formed such a large proportion of 


the gross revenue of the provincial treastry end most 
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Alberta! Financial Relations with tie Dominion, 
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disquieting was the fact that so large a part of the 


debt was held outside the provincd, mecescsitating the 


payment of interest in American or British funds often 
X\ 

at an adverse rate of exchange. Disturbing, too, was 
the fact that Alberta's tax system was too rigid, in 
that it did nofpossess the elasticity or proecressive- 
ness necessary to support a large publie debt. States— 
man ship, financial adroitness and vision were needed 
to avoid 4 crisis: but the situation was mel, ast first, 
by timidity, pious hopes and an overwhelming miscon- 
€epuron of the rights, or lack of rights, of a depier, 
This attituste irked the Dominion ea the pro- 


vinee's only hone of reaching a honoursble settlement, 


\ and the province was left to work out its own salva-= 


PUem as "Best itl COWL.’ )) 
5. Attempts to widen Tax Base. 
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Some attempt was made to widen the tax base by the 


following measures: 


1, A 2% sales tax designed to bring in an é6xtra to mil- | 
lion was imposed, : | 
2, An inerease in the provincial income tax was ordered ~ 
so that (a) an initial rate of 2% was imposed on 
thew nuresth bana ple thousand of Sneome and (b) an tae | 
increase of I% on each additional thousand up to | 
ten thousand was imposed. j ; 
. The tax on corporations was ineresased from 4% to 5% 
4, the income tax rate imposed on single persons with 
incomes of ?#.7,2008 or bicher was to be 1% higher 
than that charged married persons. 
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These last three measures were designed to raise the 


rates to the level of those in the other western pro- 
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vinces. Theywere sound measures but hardly wide enouch 
(57) 
or drastic enough to offset the huge debt charges, 


The province did, however, succeed in increasing 


les Preeeipts for the LO monthe ending January 31,1937, 


by @2,219,054.19. In round figures the main items 
7 ae (aa) | 
constituting this increase were: 
(in thousands) 
Taxes $3 


Provincial Income Taxes due to increase in rates..$358 
sales Tax--new source of revenue....... Sala. oie ave GC ee ae 
Real and Personal property tax due to an increase 

Pabst Seetetaservice: Lara. u. cs ny «ec alrine @ enh a 


Gasoline tax--due to widened scope of act..... .. 207 
Licences: 


Automobile and: obher miscellancous items: i... ssc eee 


Increase due tio’ increased collection of fees,etc. 188 
‘its from the Alberta Biquor Board... 50s 
Unfortunately, even with an increased revenue 
alone these lines, the totel revenues were lower than 
expected and increased relief expenditures--a total of 

$2,252,847.55 for the ten months ending January 3d, 
1937--caused a net deficit in the general revenue fund 
of *1I,650,798.24. Incidentally this wes the last 
Alberta deficit. To offset this deficit, the province 


made another attempt to widen the tax base by increas= 
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ereasing the corporation tax as follows: (59) 
Taxes on banks . iJ . ° . s ° ° > . e s . > e = s $150,000 
Oe ao Sea a ais sal eyelaes ala coe ey 

Cn Insumanee CompaBles) si...) 60) 60,000 


On misecelitencous Companies 30. ..150,000 
On gas and power companies 47,000 
An increase from the Sales Tax was #450,000. In all 


the vrovince budgetted for an inerease in revenue, am 
LOST. 

However, inthis year relief expenditures con- 
tinued) Go. pe high. Througheut the thirties, civil 
servants had been taking "voluntary reductions" in 
their salaries and these continued in 193% with single 
employees accepting decreases of 16-20% and married 
persons 14-20%. When 1937 was over, the province, in 
spite of disappointments in revenue and continued re- 
Wier payments bad a met surplus! of $77,852.92. It 
must be remembered that this surplus was achieved at 
the expense of the bondholders who received only an 
estimated #4,117,897.50 on a total net funded and un- 
funded debt of $158,151,547.16 in comparison with an 

Fy 3-3, 
stimated $6,407,510.00 paid on a total debt of Gb, 92s, 
OZ. 4° a Taso. iainais wear, bog, the ancrease tn 
the overall debt wes the lowest in the province's 


history--reflecting perhaps the sincerity in the pro- 


vince's pay-as~-you-go-pvolicy or more probably the ex- 


tent to which the province had destroyed its own credit 
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by its precipitate action in reducing its interest 
races. 


Alberta was even better off in 1938. A decrease in 


¢ 


the net general debt of $1,175,524 was made chiefly 
due to the redemption of savings certificates and in- 
creased cash on hand. The surplus for 1938 was $2,768, 
O66--2 sizable amount considering that it was made 
after the payment of debt charges amounting to 3 961, 
O11] and’ relief payments of $2,059,783. Part of the 
G€ivil servants! deductions Hear restored in 1958 and 
the rest in 1941. In all these deductions amounted to 
#o 612,236. During 1939, there was a further reduc- 
tion 1m the met funded debt of $7)/672.229.58 of ehich 
“5,580,000 was supplied by the finel instalment due 
from the sale of the railways. 

The wer years were characterized by steadily in- 
creasing revenues which resulted in surpluses. On the 


other hand, The various social services were augmented. 


fe 


Capital expenditures were cut as low as possible with 


the result that, at the end of the war, the govern- 
ment found itself with a huge backlos of public works 


waiting to be done--hichways,necessary public buildings 


ete. To meet the cost of these projects, there was on 


hand in the spring of 1948 an ageregate of surpluses 


smounting to some $50 million. 
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Alberta in the Forties. 
Both revenues and expenditures increased in the 


forties as shown in the following table 


ee 


General Revenue Account: 
Year Revenue Expenditure Surplus 


ESS) en 2a, ol? 740 $21,242 625.48 — $3,027 a¢8 
1940 24,410,039,54 21,922, 189,04 2,487,850 
1942 24,921,669.29 20,570,675.91 4,350,993 
1942 97,213, 546254: 19,965,125.48 7,248,420 


wu tS 


3 
1943 27,960. 197, 54 21,588,134.34 6,575,062 


1944 ET (oo, OS5 058 PaCOSs, 50.98 ae 690, 531 
1945 9 oh ye4e, 464/17 25. 960,684,071) 5, 8e5) 208 
1946 40, eo aN ome Omens EAS VEG tah 547.92 yy 647, 408 
1947 Ao. 5588 038, A92 81, 929, 342,48 10,648, eo 
(60) 
iy renee) 


During this period. the total agricultural production, 
both as to volume and price. The province enjoyed un- 
parelielicd prosperity largely because of this increased 
asricultural production besides increased manufacturing 
production and increased sepniot tation of Alberta's 


natural resdurces. The comparable fissures are as fols 


lows: 
Value of agricultural Value of manu- Natural 
Year products facturing telat ae 
products 
1986 | ; ce ae elie ee Lon ei ae 


oa ce 263,000,000 82,700,000 


The increased revenue in 1939 over that of 1936 was 


&5,488,471.24 due Meinive bo the following sources: 


(next page) 
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ESSER yale a UA aad Rae ACR a WE case ea wie cite Oe. Gok m 
POC emmy Lee am i 68), . $554,000 
Comoran Omer Marr i Sum. oa ; 590,000 
Juels ilu (0) La iia ital <iiaae eee SACU OME SOUSA Ag 132,000 
INCH OMY. galite 0a ee Ment cre op Sivan ns Tame fir 217 84,000 
Railwavs. ALS cass a sieae gina) closets ONG) G) 

Success dom Petlesi ta. eacdu 3 : 100 (006 

Other Taxes. CM MO ely elle Stat JWR Tier fe Vice aie Voy Xe EL Le 77, O00 
Lie ences--Automobile e* 2 ©» 2 @ e082 eae eve #8 ee eice (e se 8 © 760,000 
i ael chal anene ai Ohay heel ola te tele a \allavwiials) a ¢ <a es jelalen (nice 786 , 000 

Petroleum and Natural Gas 540,000 

Serool ards wee ie ns be 6) O00 

a Recovery Bet. wh ice cee | TOSOOO 
PVOtves=-Liguerm Cgnbre! Board: i)... ese o. 950,000 

(61) 


These items continued to show gains throughout the 
forties. in; tten of ther income Tax, Sorporation’ Tax 
and Suecession Duties which the Dominion took over as 
a-wartime measure under the Tax transfer Agreements 
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the province received a minimum of $4,086,860 
annually besides a guaranteed sum of $3,221,000 with 
respect to the Fuel Oil Tax. he profits from the 
Liguor Gontrol Board continued to rise during this 

eriod until in 1947 they amounted to 20% of the 

(62) 

total provincial revenue. There was a slight falling 
ett Of the receipts from automobile licences but these 
decreases were made up by the Dominion government 
Mile Wag sueranteea to reimburse the province should 


these receipts fall below those for the year ending 


tap: 


af, vs ; 


seh iste 


sis Fy ree anon 


faye 8, ie 


ert cvs ast bari | bie ee a Pil 


iets al cea iar et ahotisen 


é pat to ee oa eseestn: ‘pie 180 
nn WS), | 
ALS ae dist ti ‘eee! Seal mctroscor, ‘En toes 


MEE Lapakalt sthtoise ia 


Biinthnntions iene npriiedeaha, of ‘eton 
PF LHates Gey iid a H ipeinnrtt eT ae 


June 30,1942, 
Revenues grew but there was no increas 
In Legs (ok 2 


aiculated to bring an extra 
Timber rentals, fees and 


se was 
truck recistra- 


increa: 
into the provincial coffers. 
land title fees 


and  Liquer profs 


eoal royalties 
fees and 
in the profits 


dues, 
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Gion and certificat 
the greatest gain being made 


In 1947, the government 


ereased, 
of the Liquor Control Board 
proposed to give un its Social Service Tax in favor 
f the municipalities at a loss of aT , 150,000 in 
e_for the In 1948, 
revenue 


O } 
order to vrovide more revenue_for the latter, 
and ‘omg 


major cause of the increase in provincial 


increase in revenues from netural gas 


are 


is considered later. 
in the forties 


Thais Gs) 
in expenditure 


The increases 
lergely accounted for by increased erants for educa- 


4 


inerease in 


tional purposes and for the various phases of social 
expenditure 
Lor 


By far the largest 
is te be found in the estimates 
grants 


services. 
difference 


on Tneome #ecount 
Hducation. 


the Department of 
for the years 1946-47 and 1947-48 
®1,5006,000 as shown in the following table which 


The 


no 
™!, edt 


also shows the growth of grants to the university: 


NA , 
; Grants to Grants to Total for 
Year “schools University Bducation 


1935-36 $1,451,080 $399,650 52,428,011 
1938-39 1,663,766 412,147 2 Gut. sae 
(At A2 Weer esi ite 450,000 51502) 550 
1944-45 2,717,699 602,500 4,072,402 
1945-46 3,087,620 746,000 4,654.76e 
1946-47 %3,700,000(est) 825,000 Ae: 
1947-48) 5,200,000 .' "972.540 EE Oi ie 
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Large as these grants are, there is no doubt that as 
the years go on the province will be asked to pay a 
larger and larger proportion of the costs of educa- 
Gion. This) is, enly just,since, dimited in theirsourees 
of income, Lecal bodies are finding increased dif- 


fieulty«inethe Paising of revenues. By consolidaping 
school districts into.larger’units, The Social Creday 
government early made a distinct contribution a the 
more efficient manazement of the schools in Alberta. 
The cost of education is inereasing and will continue 
to increase, not only because of the particular phase 
of the business ecycelé we now find ourselves in, but 
beceuse of) bine increased numbers of young peonle 
seeking higher education. 

Public Health has always been an expensive 
item in Alberta's budget since Alberta has long been 


an innovator in this field of public service, particu. 


larly so during the lest decade, Alberta wes the first 


aabbid Brood. 
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province to give free maternity grants. No less than 


$744,585.59 was spent on this 


Health Department in 1947 
(63) 
Sh o.,coo,oo5002. Alberta 


out 
was 


finance special treatment for 


J.35. 
uy 


$23,864.75 was spent for is 


item alone by the Public 
Stra lola expends thie 
the first provinces) te 
victims of poliomyelitis. 


Alberta also 


purDOse. 


sives free treatment for tuberculosis and cancer, pay- 


ing, out $551), 188.05 and $167,877.56 respectively on 


Aecount of these two diseases 


in) 1947... dn 1948). cine 


eovernment appropriated $739,000 for free hospital and 


medical treatment for pensioners, mothers! allowance 


recinients and 


ne NL el he —— 


previous year, 


their dependents--50% 


this, reflecting 


more than in the 


incressed services for 


this class of citizen. Alberta, in 1949, wes expecting 


to provide free hospitalization for children and 


young adults suffering from arthritis, 
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Hxnenditure for Public YPervice has been stead- 


Liv dane reasine in phe provanes. 


Steadily increasing 


funds have been provided for the province's share in 


old ace pensions Ses (sunnlementory pansions were 


inereased Prom 5 to 
ellowences and #8 pensions 


payments incressed during the 
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of the ine ed numbe f recix 
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#7 a month in 1948)/for mothers! 
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Cause of the increased rates sranted to offset the 
In capital expenditures, creat increases in 
the late forties were due to a five vear provincial 


highway construction program instituted in 1946. this 


. 


was part of the province's Post-War Reconstruction 


Programme, which became operative in 1946 at an es- 


cr 


timated cost of $6,750,000 for that year alone. I 


was’ to be finsneed out of the surpluses accumulated 


Lite 


in the early forties.the expenditures: «proposed 
for 1946 were as follows: 
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PoE lai cpa er 'ait aiiaig ala! olial's a Sal ae: tareaM al unui) Sit sete 200, 000 
University of Alberta Bullies. see 415,000 
Wental Unetibubvons.) 6. cc. . Be Sema 120,000 
PROVES TT US ce Amery total gM ‘sky ala ue cn “emia a aly halve VOpalar . 486, 000 


Agricultural School, Fee ey ien. ite Gt Gvadalaie a de: ana) Soe Uo eens 
Other projects planned vhder this Post-War Programme 
include the Grimshaw--Great Slave Lake Highway, 


#450,000; The East Pothole Coulee Irrigation Dam, 

A 
we ae 1947, the amount allotted for highway 
building alone was #8,8000,000 besides smaller erants 
to municipalities for local roads. Amounts set aside 


in fee7) for) pupil te buildings included the following: 
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Completion of Medical building at the U.ofA..?670,000 
First wing of new University Library ves.) Leo ee 
oer ver studemts' Unien Suiliding............ 400,000 
Hes iy moO r Tis. Pe TCMUS <6 lees ee se sas we OOO SOU 
Kdditiens to Mental Institutions............. 327,000 
ema eri Ne ee) APO Ses eee a a ai aise’ «ie a sala) Oly Gene 


New Mevdemigural sehoot, ou. eee eb 500,000 
Botidimes: Ver ressumy Branches is 06. 3 es, LOR Oe 
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In 1948, there were further increases in the estimates 
for Fublie Works of shipntis over $1,800,000, bring- 
ing the total to $15,200,670. This amount was to cover 
further building at the university, more hospitals, 


more public buildings and huge amounts for bridges, 


main highways and district roads. The in items 
were as follows: 
Ewes sh ck ea 11 426, C00, 000 
Digueriem %OAOS i). <5 s,. ide anu anaes L250, 000 


Pubbie Pulldines (. 5... css) ot, 157, 0Ce 


By the end or the fortics, there was an, anaz— 


Oo 


ing improvement in Alberta's financial position and 
in the economic conditions generally prevailing in 


the provinee--a material improvement due largely to 
| of the province. 
world conditions beyond the control, However, the pro- 


Ns 


vinetalagovernmeant. was displaying a political maturity 
and-assurance ih its handling of the affairs of the 

province which is decidedly reassuring to the politi- 
cal observer, All mention of Social Credit dividends 


and uvnorthodox financing has been reduced to a mere 


whisper which in rare moments slightly embarresses 
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the provincial leaders who, in prosperity, show them= 


selves most conservative in their outlook, 
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Piscal arrangements evolved at Confederation. 

Since the major item in Alberta's revenues has 
always been the Dominion subsidy, it is worth while to 
consider at length the financial relations between 
the Dominion and Alberta. Being formed almost forty 
years after the creation of the Yominion, Alberta fell 
heir to the financial arrangements evolved at Confed- 
eration and during the intervening years. These ar- 
rangements and the division of responsibilities were 
the oe problems which faced the Fathers of Con- 
federation. Some equitable, intelligent division of 
the functions and revenues, of the assets and liabili- 


ties between each of the provinces and the Dominion 


had to be made, and, in the final anakysis, the divi- 


sion was dictated mainly by political considerations, 
Confederation, whatever the forces behind it, was a 
political achievement and the political practices and 
theories of the period determined its fundamental 
framework. There can be no doubt that the intention 

of the Fathers of Confederation, as Lord Monck phrased 


+, was "to form out of these provinces a solid and 


jo 


lasting political consolidation with a supreme central 


authority managing all the general interests of the 


people of the union." From the evidence afforded by 
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the discussions at Quebee and the debates in the legis-— 
latures of the different provinces, it ig apparent 
n 
that ‘the Mathers, of Cofederation wished to invest the 
new central sovernment with the bhlk of those functions 
which were regarded as the most important and the most 
onerous responsibilities of the state. The nrovinces 
were to be left with the administration of purely lo- 
eal affairs. The Fathers were determined to make the 
new Dominion estrone so that it would be able to defend, 
develop, and integrate the provinces of British North 
America. This strength was assured by fiscal power. 
No matter how much power is allotted to a government 
constitutionally andi teasity, it is limited by its 
(66) 

fiscal poweres-its power to raise public funds and by 
‘the willineness of the voting publie to endorse the 
use ef that power. 

The Fathers in their wisdem set up a system 
which gave the central government exclusive control 
of the only developed source of government at the time 
of Confederation, that of customs and excise which 
then produced 63.9% of the total revenue. The pro- 
vinees were left with functions which would eventually 


cost more than all the remaining governmental taxes 


and revenues which then existed or could be practical 


ly considered.Under these circumstances, the Fathers 
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of Confederation reluctantly accepted the device of a 
Dominion subsidy as a necessary evil. The subsidies 
were deliberately set at the bare minimum estimated as 
essential and were to remain fixed at that level. It 
was planned that any normal increase in provincial ex 
penditure would be met by the provinces developing 
their own revenue--largely from the public domain and 
by the imposition of direct taxes which could be re- 
sorted to in times of emergency. In this settlement 
were to be found the seeds of discord between the 


sovernments which have grown through the years and which 


culminated in the almost complete collapse of Dominion- 


‘Provincial relations in the late thirties. The Fathers 
had no conception of the growth of public services 
which would multiply provincial costs. They were 
completely oblivious of the anttipathy there would be 
to direct taxation and they were unaware nee the 
next forty years would establish the fact that the 
earefully devised provisions of the B.N.A.Act were 
not as inviolable as they had supposed them to be, 
that the so-called permanent provisions would break 
down almost completely in the next seventy years, 
2, Albertats early subsidies. 
Alberta was formed in 1905 and it was accorded 


the same financial terms awarded to the other provinces. 
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In addition, she was given an extra ¢crant in lieu of 
her natural resources and public domain which the Do- 
minion retained inorder to pursue her own policies of 
colonization and railway construction. The first 
subsidy received by Alberta has been considered be- 
fore. In 1906, Alberta attended her first Dominion- 
Previnecial Conference and approved recommendations 
for subsidy increases which were implemented the next 
year, giving Alberta now a $180,000 allowance for 
government. This was increased to #190,000 in 1915 
and this augmented the total subsidy received by 
11.5%. In 1908, Alberta began to enjoy increased pop- 
ulation subsidies due to its increased population be-= 
yond that of 1905. A further bid for increases was m_, 
made by all the provinces in 1913 when they asked 
the Dominion to set aside 10% of its annual customs 
and excise duties as an additional open for the 
provinces. This proposal, however, the Dominion re-= 
fused to consider. 
Conditional Grants. 

‘In 1912, the Dominion began a system of condi- 
tional subsidies and from that year until 1937, Alberta. 


received the funds noted in the following table? 


( next page) 
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$26,695 
46,095 
Sr SLO 
56,529 
6.747 
66,966 7 
66,966 $ 3,500 
66,966 22,482 S727 (106 2 5,980 
66.966) 81,772 AL 458. PE O86 
66,486.) Gl, 8e6 82,606 11,980 
100,448 28,846 71,020 71,980 
66,068) 5% 20,754 57 gone Oe O70 
io eet $ 216,586) 62.216 9,052 
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ie 4a 59,630 . 85,789 evade all 
Dee ew 792220! 1 (74, OG 6,504 
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PE,o79 1,224, 006 
: i 1 age 1, 409,060 
“$710,508 299,748 $1,477,810 676,542 110,994 6 494 570 
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By the granting of these donditional grants, the Do- 
minion acknowledced the inabality of the’ province te 
meet the erowth (oni social services. The provinces and 
municipalities were compelled to force ahead inereas- 


ine) their Social, services in the decade 1921-51) far 


faster than did the Dominion. In fact,while in 1930 
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the current spending of the Dominion had risen 18 
times since 1867, the combined provincial and muni- 
cipal spending had increased dome 47 times. The fis- 
eal weakness of Canadian federalism lay in the fact 
that this new and growing importance of the nrovine 
cial and monieipal governments had not been matched 
by any corresponding expansion of their revenue base. 
True, some expansion had been made in property values 
but this inerease was far from sufficient to offset ca 
increase in expenditures, and provincial revenues © 
could not stand much further pressure without’ breaks 
ing down. Alberta's per capita expenditure in 19350 
was #35 while in 1906 it was only $9. The cost of 
social services--education, public works, health, 
public welfare--services which the provinces were 
pledced to support had risen amazingly in a coun- 
try becoming acutely socially conscious, while the 
revenue to pay for these services had remained com= 
paratively static. In 1906, Alberta's subsidy from 
the Dominion was $1,030,375, 73% of its total re- 
venue while in 1930 it wes $2,491, 808.24--16.24% of 
the revenue. 


In 1929, Alberta and the Dominion signed 


an agreement for the return of the naturel resources 
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to Alberta the following year. The arereement made 
provision for the return of the land, continuance of 
the land grant, and the appointment of a commission 
to determine Hh aa the province ahould receive 

any more compensation. This has been discussed else-= 
where but it is important to remember that the com= 
pensation, which Alberta could well have used at this 
time, was long delayed. 


Inadeauacy of Provincial Revenues in the Thirties. 


RN SR ao Ne A LI da cd en egg eee 


RA apenas 


ee 


The inadequacy of the provincial revenues became 
painfully apparent during the depression yeers 1950- 
37 when the combined revenues of the provinces and 
MUntCipalppies, in) Canada fell short of the total 

(68) 


relief and current expenditures by over %750,000,000, 


Alberta's deficits in this period totaled $14, 8sol Osa. 
"The denression years exposed the utterly false Poste 
tion to which the provincial-municipal system had 
been insidiously pushed by over 30 years! operation 
of an obsolete and he Mg N et of tax re-= 
(69 


venues and government functions." The provincial 


tax system top heavy with uneconomic expedients 
adopted in previous years in efforts to meet the ris- 
ine costs of roads, education, and public welfare 


proved very vulnerable and inflexible. The basic re- 


venue suppor of the municipalities, the property 
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tax, Was maintained at excessive rates in efforts 
to upheld municipal incomes with the result that, : in 
many areas, business was still further depressed 
and the munieéipalities received much real property 
by way of tax default. The yield of luxury taxes-- 
liouor, gasoline, amusement--declined and an in- 
ereasingtly Larger proportion of provincial funds 
was devoted to debt charges in an effort: to maimipaum 
solvency. Fixed costs rose and the remainder avail- 
able for meeting new demands fell acordingly. 

The crisis was met by the transfer of funds 
on @ gigantic scale from the one government which 


edit reserve to save the country from 


By 


had retained a 0 
wide spread default. Beginning in 19350, Ottawa voted 
special grants-in-aid to all the provinces neta 
Aboet at Unfortunately no attempt was made to govern 
these Srants by any coordinated system or any’ majure 
plan. Relief was made on a haphazard basis on a year 
(70) ‘ : 

to year basis. "Although the Dominion provided near-= 
ly one-half of the total funds (for relief), and 

over 70% in the case of the Western Provinces, it 


did not have adequate control over the money which 


was spent and admbnistered by nine different provin- 


ces and hundreds of municipalities each trying to 


Lae 


. Hee oath a 


nt ely "eo 4 


1 


get slong as best it could without thought of the 


others." 
6. Relief grants to the Province by the Dominion. 
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In the 20's, the Dominion distributed the follow- 


C71) 
ing sums to municipalities in Alberta: 


deen 32 G52. 200 


1929-23 50, '700 
1923-24 2,900 
1926-27 11, 400 


éTT7, 200 
In addition, grahts were made directly to the pro- 


pr 
vince for distribution to the towns and cities. Thus 
a new subsidy relationship was’ established betweea 
the Dominion and the province.In the 30's grants were 
made directly to Alberta for distribution to the 


municipa alities end towns. They were on 2 much higher 


scale as follows: 


! Amount cranted Borrowed from the 
Year outright Dominion for red 
lief ete. 
1930-31 5 Len. OOO 
1951-32 2;966,060 § 4,098,000 
1932-385 2,607,000 7 902, 000 
1935-54 i We 000 4. 5. 000 
1934-35 T, 71%, 000% 1,926,000 
1945-36 ci 823, O00 15,104,000 
19S6=S57 ee 657. 000 S05 000 
AIA, En 000 Os Bae. 000 
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The regular subsidy obtained from the Dominion under 
the arrangements in force,on March 31, 1957 included 


these items: 
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Population USO Gag ed ness Ola 000 
fiberest en debt allewance........... 405,000 
Gea eet) ZOVS TMOG se lee aleve os see's ae 190, 000. 
Land SUDSIGY... ee ee eee eee eee eee 5 562, 500 

| G1.7 1,776,100 


the Dominion payments to Alberta up to March S51, 1937 
C75) 
amounted to the sum of $75, 000, 000 which included: 


Subsidy payments........$49,000,000 
Conditional payments.... 10,000,000 
Reliet payments. o....... 14,000,000 


Financial impasse of 19376 
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By 1937, the Dominion and provinces had reached a 
financial impasse. Alberta had already defaulted and 
it was obvious that a new policy would have to be 
adopted for the division of the powers and responsi- 
bilities between the verious sovernments on a more 
stable and equitable basis. During the winter of 
1936-37, the premiers of Saskatchewan and Manitoba 
asked the Dominion sovernment to investicate their 
finance ial posiGion im preparation for an appeal te 
the qominion for further financial aid. They were 
feeling the burcen of their funded indebtedness and 
were afraid that they would be forced to repudiate 
47 my were not forth coming. This investigation 

was undertaken by the Bank of Canada and a report 
was submitted to the Dominion fovernment on February 
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In this report a definite sugecestion was made 
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for the "Appointment of a Royal Commission of 
Hnquiry.....We do not see-any solution other than 
that which might be provided Bera comprehensive 
enoviry into the financial powers end resnonsibi- 
lities of all ovr governing wodies and we are there-= 
fore led to Whe Gamouaid eiea recommendation that a 
Royal Commission should be appointed for this pur-= 
poses, Thisvsugeestion led to the appointment of 
the Rawelt-Sirois Commission on August 14, 1957 by 
While this wes going on, Alberta was con- 
ducting an interchenge of correspondence with Ottawa 
regarding its precarious financial position. This 
wes futile for misunderstanding succeeded misunder-= 
standing. The Dominion refused to loan Alberta any 
more money but offered Bominion suerantees for the 
refunding of the whole debt wnder a loan council 
arrangement under which it was distinctly understood 
that Alberta would borrow no more money without the 
| (%5) 
approval of the council. The views of the Dominion 
and nrovince on this question failed to become recon- 
eciled for Alberta refused to entertain the idéa off 


the council. Insteed ashe. ae the Dominion the 


compensation a her as the award of the Dysart 


Commission as security for a new loan. This the Do= 
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minion refused, pointing out that this sum would 

have to be applied against debts to the amount of 
$24,749,000 which Miberhe already owed to the Domin- 
ion. Failing to make an agreement withoottawa, the 
province arbitrarily reduced its interest rates by 
50% on June 1, 1936. It had already failed to retire 

a $3, 200,000 bond issue which matured on April 21,1956. 


The Rowell-Sirois Commission, 
Primarily the task assigned to the Royal Comnise 
sion air Dominion--Provincial Relations was to make a 
national diagnosis into the imbalance between the 
responsibilities and revenues of the provinces, to 


suggest a more equitable distribution of the functions 


and revennes” between the central government and the 
provinces; to investigate the character and amount 
of taxes collected from the people of Canada, and 

Ge axeamine whether they are allocated properly be- 
tween the taxing Set eoeeied. to examine publie re- 
venues and public eepenai eee ae feneral; and ito 
investigs te Dominion Subsidies and Srants to the pro-— 


vineial governments. On the Commission were DYg 
Joseph Sirois of Laval University, Ghief Justice 
N.W. Rowell of Toronto, J.W. Dafoe, Editor-in-Chie 


of the Winnipeg Free Press, Dr, R.A. MacKay, Profes- 


spr of Government, Dalhousie University and H.F. Angus, 


BO 


Professor of Economics, Umaversity of ' B.C. 

The Gommission held organization meetings in Sep— 
tember and Oetober and asked each province to submit. 
an account of its financial history, detailed figures 
of its debt and of its revenues and expenditures. (tae 
Commission syeiee ei to tour Canada, province by pro- 
vinee, and hold public hearings. It met with diverse 
receptions in the various seater: 6.2., Manitoba 

comprehensive and 
had prepared a, thoughtful brief for its meeting in 
November, 19357, frankly asking for greatly increased’! 
aid but offering to transfer to the Dominion Govern-= 
ment its succession duties in exchange for the Domine 
ion assuming the cost of certain social services and 
cancelling its relief loans--the net balance of the 
transfer being very much on favor of the province, 
Alberta Porueca to recognize the Commission and re- 
fused to attend officially the hearings held in the 
province on March 27, 1938. Subsequently it submitted 
an independently prepared brief published as "The 
Case for Alberta". The provincial government regarded 
the personnel of the Commission as"hound by orthodoxy, 
the case for all practical purposes prejudiced...... 
the Government of Alberta wishes to repudiate any 
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responsibility ‘for the Royal Commission which has 
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been set up and for the outcome of its investiga-{ 
tion. The Province was not eonaultce eer in re-= 
gard to the personnel or the terms of reference, and 
both Saskatchewan and Alberta are without represen-= 
tation on the Commission. In all the circumstanees 


. the Government of Alberta has been obliged to with- 
: (76) 

hold its recognition of the Commission." Thus Al- 

berta fighting shy of orthodoxy repudiated the Com-— 

mission as it had repudiated its debts. However, the 


Alberta sittings of the Commission were not altogether 


$n vein since private representations by various 
organizeations--Chambers of Commerce and the like-- 
served to fill the breach. 

The .Royal Commission on Dominion-Provincial Re-= 
lations spent two and one half years on its task and 
eventually presented its report in three large volumes. 
Altogether the records of the Commission explore the 
mete economic, social and fiscal story of Canada 
for seventy years--the most exhausted public finance 
study of Canada eyer undertaken. Its recommendations 
show an admirable course steered between the laisser- 
faire economic tHeeeuca ar the nineteenth century 
and the extreme modern theories of Keynes, Alvin 
Hansen and Sib William Beveridge which would heve 


the state assume all responsibility for creating an 
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effective demand which would assure full emp Loyment 
and consequently a state of prosperity in which every 
Ciiigen would benefit. It realized that it was net 
possible for the Government to abolish depressions; 


but that it was possible to cope with these evils 


Bo 


by ameliorating their effects by the planning of 


public works, and developmental undertakings, -and by 
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the intelligant and coordinated use of credit, for- 


eign exchange, trade, transportation and taxation 


° LJ 
Holicies. 
ie 


Findings of the Commission. 


The Commission had no dovbt of the value of the 


principle of federation and considered that such a 
system was preferable in Canada to a unitary system 
of government, It defined the object of government 

as the assurance bo every citizen, no matter where his 
domicile, a level of education and social welfare not 
below certain minimum standards. Those provinces 
which were pac to provide such minimum standards 
Witheut placing undue financial strain on) their ire 
Sidents were to receive annual money grants, called 
"Wational Adjustment Grents", If Caneda were to be- 
Gone 2 nation at ail, equity and national self, im. 
terest demanded that the residents of the less pros- 


serous districts be siven average services and 
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averageopportunities. "Hxistence of areas of infer- 
ior educational and public health standards affects 


the whole popula nm and creates many grave and dan-= 


Tae 
C77) 
serous problems." The Commission recognized that 


could there be anv maintenance of the standards of 


well-being which Canadians hed come to expect. The 


net effect of these suggestions was to replace sub-= 

sidies paid on 5 per capita basis by those based on 

need, 

The Commission in its famous. Plan I which sub- 
ee became the Domtnion's guide for fiscal me. 
lations with the provinces, made these proposals; 

1. The Bominion would eassume all the dead-weicht debt 
of the provinces. Tt should assume all responsibi— 
alia i Oe the relief of all employable unemployed 
and their dependents, 

Bie hie provinces should withdraw from certain tax 
fields Wiz., the personal’ income tax, Vanes en 
corporations or corporate incomes, and succession 
satis. 


3, The provinces should surrender all existing sub- 


4, The Dominion should undertake to respect all re- 


maining revenue sources of the provinces, 


Ds 


“oval of the Finence Committee. 


If abnormal conditions--crop failure,etc-- existed 


The right of the provinces and municipalities to 


-dngs were to be considered in future calculations 


ae 


The present Dominion subisidies vomsd be replaced 
by Nationel Adjustment YVrants and Fmersency crants. 
The National Adjustment Grants would be paid to 
certain provinces to enable them to provide ade-_ 
quate social, educational and developmental ser- 
vices. The original grants would be irreducibl®é. 


Tnereases would be granted on the advice of a pro- 


posed Finance Committee as needed and the position 
of each province would be reviewed every five yearse 
in any ohne province, an Emergency Grant would be 


paid on a yearly basis only subject to the appre- 


borrow was to remain unimpaired, but all provin- 
cial and municipal bonds were to be paid in Cana-= 


dian funds only. However, if these future borrow= 


of the Adjustment Grants, then these borrowings 
must be sanctioned by the Finance Committee. 


t 


With regard to companies producing: 511 or minerals 
in the province, The Dominion would pay over to 
the province taxes collected from such companies 


up to 10% of the companies! net profitd since such 


profits were deemed to be attained by depleting 
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the natural reséurces of the provinces. No special 
provision was to be made for the conservation of 
the natural resources of forest or soil since the 
adjustment grants would provide adequately for re- 


forestatrion ete. 


8, No control of provincial expenditures was consid-— 
ered. "No control of Provincial expenditures is con= 
templated. Every province would be quite free to 
improve its services, by especially heavy taxa= 


tion, Or to have especially light taxation by we 


in beets Fe the Canadian average at the expense 
: (78) 
of others which would remain below it." 
What the Commission had attempted to do was 

to consider what services were national in scope and 
what would he better discharged by provincial and 
mundieipal authorities: what revenues would be more 
economically collected by the central government and 
what could best be collected by local authorities; 9 = 
and, after such a reallocation, devise some means by 
which provinces and their municipalities, could be 
placed on. a comfortable and secure financial pacde 
to meet all current and contingent demands. 


The Commission was repeating the study made 


in 1864 by Galt and others on the allocation of re-= 
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venues and services at Confederation. They were re- 
vising the original revenues and services in the light 
of modern conditions which had changed Canada from 
a laisser-faire state,in whieh the Government devised 


the rules and then sat back and let everybody strug= 


gle for himself,to the modern service state, in 


which even the lowest is provided with the minimum 
reavirements of education, health, and social service 
by a paternal government. The manifold social ser- 
vices which Vhe provinces nae tried to provide for 
people were to be given an adequate financial basis. 


The proposals were of particular importance for Al- 


ee ee ee 


berta which had always been the foremost of the pro- | 
vinees in providing social services for its people. 


The parallel with 1867 is set down on page 274,B 
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The plan for 1867 and that for 
1840 ‘are quite’ startling in their similarity. In bet 
plans: (I) The Dominion was to assume all debts, (2) 
the chief taxing powers were to be given to the Do- 
minion, end (3) subsidies were to be given to the 
orovinces, unable to perform their functions with 


the revenues available to them. Under the Commission's 


< 


proposals, the National Adjustment Grants would re- 


place the per capita grants of 1867 but would be paid 
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on the basis of equity and need, the 1940 formula for 
provincial grants was devised on nave which had been 
operating for some Sena Australia under the Anus= 
tralian Grants! Commission, 

The National Adjustment -Grants, desigened to brin: 
the social welfere, educational and developmental 


services of every province up to the national average, 


SF ed 


calculated by the Commission for 1940 as follows: 
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Saskatchewan would also have required in 1939 an 
emergency grent amounting.to #2,000,000. 

These calculations were made objectively and on 
the best information available about each province's 
financial position. The proposed grants were pre- 
sumably scientific and equitable but it would be im- 
possible to convince they three provinces, whose 
financial positions were considered so favorable that 
they did not need grants, that they were not being 


discriminated against, It just happened that these 


three provinces were ruled by political parties not 


10 
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in harmony with the party in power in Ottawa. Both 
Saskatchewan and Manitoba were to receive substantial 
srants while the third prairie province, Alberta, 
with'an uhorthodox monetary reform perty in power, 
was to receive nothing. Evidently, as viewed by an 
impartial commission, Alberta's financial position 
was favorable, and her docial services were equal 

to or above the Canadian average. Alberta would have 
received no grant, but she would have been removed 
from her crushing burden of debt, with its heavy 
annual payments consuming such a large proportion 
of her annual income. | 


Dominion=-Provincial Conference of 1941. 


Dominion-Proviincial Relations in the 1940'g were 
marked by two’ conferences, both of which were «© dis- 
mal failures. The Rowell-Sirois Report had pointed 


the “way to an equitable and Logical -redistributiom 


of revenue sources, designed to make Dominion-Pro- 


<j 


incial relations square with the economy and society 


of today. Opposition had been apparent leng before 


the Commission had begun to make its recommendations. 
Alberta and Quebeo had flatly refused to, present 
submissions and a third province, Ontario had broken 


Ort BL relations) wilh 2u. 
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In May, 1940, the Commission submitted its report. 
and a Dominion-Provincial Conference was held in Jan-= 
uary, 1941 to consider its recommendations on the Pre-= 
allocation of revenues and responsibilities, From 
the first, the three uncooperative provinces were; um. 
sider the recommendations on the grounds that the Do- 
minion Government was tryine unfairly to coerce un= 
willing provinces into agreement on the erounds of 
war emerf®ency. They objected to coming to an agree- 
ment on a peacetime document under such circumstances, 
and pleaded that an agreement could not be equitably 
concluded until the cessation of hostilities, 


There had been a wide diversity of opinion 


amons cabinet ministers whether such a conference was 


feasible at thet time. Finance Minister wes convinced 


government was about to take in order to ensure 
Canada's maximum participation in the war were suem 
that new stresses and streins would be Slseed son 
relation between the Dominion and the provinces, toa, 
a meeting was imperative. 

The effects of a war upon a federal state 


are well known--in becomes virtually 2 unitary state 
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with the central government all-important. Petty dif 
ferences between the fsoverning bodies are he for- 
sotten and major quarrels are brushed aside in an all- 
out attemnt to mobilize the country for war. The maton 
problem of the depression thirties--unemplovment-- 
was soon solved: the rising tempo of fsovernment 
spending ineressed the national income and fortni- 
tously increased the fortunes of the provincial 
sovernments. At the same time, the national mobili- 
zation of labor and materials for the war effort 
prevented the provinces from engaging in normal 
capital expenditures. It was their turn to accumulate 
surpluses and retire some of their funded debt. Al- 
berta was successful, during the war years, in re- 
tiring some *20 million of funded debt and in piling 
up substantial surpluses to place herself in a strong 
position to face post-war obligations while the Do- 
minion Government was swiftly establishing a gross 
debt which ran into @17,527.820,956, by Maren 31,1948 
as compared with $3,540,237,614 only ten years pre- 
viously. 

The wef of 1914-18 had been financed without the 


Aisruvtion of normal fiscal relations between Ottawa 


s ° Eva 
and the provincial governments. Then only 10% of the 


national income had been spent for war purposes. In 
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the late war, as much as 50% of the national income 
was appropriated for war expenditure. Efforts to 


achieve agreement with the provincial covernments 


failed in 1941. Premier Hepburn of Ontario told the 
G€onference that the Dominion possessed all the power 
néeded to prosecute the war, or, if it lacked any, 
all it had to do wes to say so and every province 
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would pass enad 
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legislation; that this was no 
time for the financial transfers envisaged in the 
Report. Premier Godbout of Quebee followed with a 
more conciliatory speech, but he stressed the neces= 


a) 


ie 


iy Oe keeping the provinces strong. Others prem= 
iers spoke and the consensus of opinion was that it 
was impossible to finance the war effort with the 
obsolete tax system then in foree, but that the pro- 
posals of the Royal Commission would need long and 


waréful study for which there wes no time then. 


by 


remier Aberhart's speech emphasized that the world's 
troubles were the economic symptoms of a deep-seated 
malady,,n0t io ony sense political, or, constitutiloneas 
Never was the need for national: uniby of purposs) and 
effort more essential. He ee the opinion that 
behind the oes were the "money powers", that the 


Renort wes attempting to reduce the provinces! taks— 


dinerpower and stated that reduction in taxing power 


Die 


would reduce the provinces! autonomy. Evidently, he 
said, there was wide spread propaganda for acceptance 
of the Report."Frantic and unwarranted haste.....we 


re kl 
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being hoodwinked and inveigled into a financial 


state at a time when we are 
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dictatorship or a fas 
giving the best of our manhood to the Empire and we 


a 


are Sacriticing our all to overcome that. foul thang 


which has raised its head in the world in many suises=-| 


a totalitarian order of centrelized control and regi 


duct natens 


$6386€UCSm—~<C si‘ O 2 8 8 2 #8 
i cee) 
gerously criminal." Mr. Tlslev on the second day 


mentation-- only ridiculous but dan- 


pointed out to the six premiers left that war finance 


tanme hetter 


made it necessary to acecpt Plan I or 
alternative if it can be devised".It was necessary 
sites tiie (war burden could not be (distributed faimim 
as lone as the provinces occupied the progressive 

tax fields and used them in such a way that rates 

of purden and incidence varied in the different pro- 
tinees With inevitable conflicts, overlapping, dupli— 

(81) 

cation and needless expense and waste. The Dominion 
head tried te oda its own levies on top of "the exist- 
ing jumble et Gaxes" (bulb ab was impossible’ To do so 
with any degree of fairness. If Plen I were rejected, 


the Dominion would have to take other measures. It 


had to raise funds to prosecute the wear and this would ff 
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that year, he proposed a Pax Transfer Agreement under 


meen invedine the provincial tax fields and imposing 


succession duties and raising its income tax rates. 


The Dominion would do anythine necessary to win the 


v 


war and, under the B.N.A. Act, it had unlimited 


powers to raise revenue. In addition there was the 
(82) | 

War Measures Act. This conference soon ended in 

failure. 

lex lransfer Agreements. 
"The better alternative" spoken of by Mr. Ilsiey 7m 


was revealed in his 1941 budget speech. Faced with 


the necessity for raising an extra €1,500,000,000 
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which, in return for vacating corpon= 


ation bax and succession duty field, the Dominion 


would make substantial annual peyments to each pro- 


W 


vince. Within a year, all provinces had signed war-= 


ake he 


time tax suspension agreements, The pavments made by 
the Yominion were based on the actual yield from the 


income tax, corporation tax and succession‘ dufies 


during the fiscal year nearest to December 31, 1940 


4. 


or on the actual cost of debt service paid by the 
ending 


province during the fiscal year, nearest to “ecember Wy 
1940, Four provinces chose the debt option and the 


rest the actual yield of the surrendered tax fields. 


Besides, since it was restricting the sale of 
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94 
gasoline, the Dominion guaranteed that each province 
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should receive the same for its 
did in 1940, It made similar guarantees with resard 

to liquor sales. The agreements were to extendfor — | 
the duration of the war and one year after. The an- 
nual payments made to the provin nees under the Tax , 
Suspension Agreements, excluding the gasoline and | 
liquor guarantees were as follows; 
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With the tax field e¢lear for action, the Dominion 


immediately stevnned un its rates on versonal and 
wv aid ~ - Neg ~ ed ~ ~ - ~ ahs 2 ~~ ok Ve a Fs 


corporation income taxes to the highest practical 
point and, as a result, revenues from these taxes 


soared from 125 million dollars in 1939-40 to $3,438 


HL Ue erm acini aq eead 


Mead: 1944-44-~the most urcent 
issue in Dominion-Provincial relations had heen cet 
Gleg fore the) tame beane. 


The Dominion-Provineial Vonterence oLf) 1945. 
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the issue had not been permanently settled--mere- 


ly shelved for the time being--and a fresh approach 
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was made to the problem in 1945. Conditions had 


radically changed during the eight years which had 


elapsed since the appointment of the Rowell-Sirois 


Vommission. The entire resources of Canada, including 
manpower had been mobilized to meet a threat such as 


had never anvesred.before. The whole character and 
imeidence of the burden of covernmen. at. differen: 
ievels had changed radically. In 1957, the Rowell- 


Sirois Commission was concerned with assuring a 


minimum svandard of living wo all Cansdi 
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of some of the provinces ineluding Alberta which, was 


pracpicaliy bankrupt in 19357. Now Alberta coutd 
boast of a return to fiscal orthodoxy (but wouldn't, 
of course), with its outstandine debt--still heavy 
Slap als ed BS a refunded’ or: about to be refunded) on 
an equitable basis; a lowered interest cee, a8 pros-= 
pect of progressively lowering its outstanding debt; 
an expanding social service prucrant ineludine some 
of ine most advanced services to its people. It was 
the National Government which was now overburdened 


With debt as a result of its colossal war expenses 


and expanding social services ..The provinces were, 


at the moment,in «a highly satisfectory financial 
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position. It was still very important to assure them 
adequate fiscal resources but the shift of emphasis 
was for the moment to the gigantic problems of the 
national sovernment. Cooperation between all the 
covernments was needed. The Yominion had worked out 
its future program geen ones Fo ensure post-war pros- 
perity. Full Employment and High National Income "must 


be the foundation stone of post-war policy. If em= 


‘ployment and income can be maintained at a hich level, 


all our problems are manageable: if we fall serious- 


" The Dominion had 


ly short, they may be overwhelming. 
definitely adopted the principle of a planned economy 
by which a government can and should manage its fiscal 
policies:so as to maintain effective demand and full 
(89) 

employment, Al? this was set forth in its pamphlet 
"Employment and Income". ‘“4a@mittedly “employment and 
incomes will be subject to fluctuations in the sphere 
of international trade, which cannot be wholly and 
instantaneously offset, and that seasonal fluctuations 
resulting from climate and buying habits, are not to 
be overcome without much patient and resourceful 

(90) 
work." The government pledged itdelf to plan such 


economie and social policies that would minimize the 


depression to be expected after the war should end. 
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The Rowell-Sirois Report enunciated the view that 
governments should combat depressions, but held that 
they were unable to eliminate unemployment and do 
away with depressions altogether. 

With these aims in view and with appreciation 
of the fact that money hed been found when needed 
during the war and with the knowledge thet the old 
bogeyman "no constitutional authority" had no founda- 
tion in fact, Ottawa faced the post-war world. It 
realized full well that its eitizena.confidently ex= 
pected it to do as well in peacetime as it had in 


wartime and plan the future. People were beginning to 


be aware of the theories of such economists and 
social scientists as Lord Keynes and had definite 
ideals of the public service they expected from the 
government. Provinces and municipalities were now 
well fixed but the end of the war would bring them 
new responsibilities and, in some cases, inadequate 
revenues with which to carry them. 

Accordingly 2 new Dominion-Provincial Confer- 
ence was called in August, 1945, a conference on 
reconstruction under its chairman, the Hon. Louis 


St aurent. Its stated objectives were, "high and 


® 


stable employment and income, and a greater sense of 


publie, responsibility for individual economic security}, 
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(97) 98 
and welfare." Mr. F.C. Manning represented Alberta at 


the conference. 
Prime Minister King expressed the purpose of 
the conference in his opening remarks: "An effort to 


assure the maximum of cooperation between the Federal 


sovernment and the governments of the provinces,, rder 


that the Canadian people, working together, may 
achieve the constructive goals of peace as effective- 
ly as they have carried on the essential, though in- 
(92) : 
92 ) 
evitably destructive, tasks of war." Mr. King stress 


ea the fact that the federal csovernment did not seek 


to weaken the pnrovinces but to "nlace the Dominion 


and every province in a position to discharge effec- 


tively its appropriate functions." he envisaged "a 


partnership for the development of our national 
(95) 
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George Drew, Premier of Ontario, agreed in prin- 
ciple to Mr. King's remarks but pointed out that, 
though the Dominion had been driven to assume unpre-= 
cedented responsibilities during the war, backed by 
the eocperation of the provinces, there must be "stromm 
provincial governments which are free and adequately 


financed to deal with their own affairs with the 


umbmost deapatenh, and without restriction of any cen 
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(94) 


their powers." The provinces, however, should not be 


meade "mere annuitants" of the central rovernment by 


heaving the greeter part of their tax requirements 


collected by the central authority. A fundamental 
cena of the B.N.A. Act was the restriction of the 
provinces to direct taxation while permitting the 
Dominion to collect money by anv means. "We therefore 
have the anomaly that, while the powers of the pro- 
vVineial governments have been extended by judicial 
interpretations of ‘their statutory powers, the Domin= 
lom Government has found it necessary over the years 
to oceupy more end more the only field of taxavion 
which was made available to the provinciel govern- 


(95) 
ments," 


Different premiers sired their views at the con- 
ference but Alberta went to the trouble of preparing 
a lengthy brief embodying a proposed agenda of ten 
subjects which embreced all the problems which are 
common to Dominion=-Provincial Relations, and to the 
Sota annerne of a sound and satisfactory post-war 
economy. Premier Mannings sugcested that this dreft 
acenda be discussed rather than the ssende of pro- 


(96) 
posels submitted by the Dominion government. His 


agenda ineluded the’ removal’ of artificial trade and 
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business restrictions; 2 formulation of a broad pro- 


sram of post-war services, embodyingeca minimum of 


regimentation in the field of socialservices: 2 prack 


elarification of the present Bominion vs Provincial 
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fields of jurisdiction with amendments to the B.N.As 
Act, embodying reallocation of powers and responsi- 
bilities; adjustment of such burdens as freight rates 
and tariffs; a settlement of taxation and monetary 
issues in which the Dominion policy has an adverse 
effect on the provinces; provision of adequate pro= 


Vineial and municipal resources: the recognition and 


mb 


preservation of "the basic principles of effective 


SU Hi ° 7 2 ° 
democracy ; and the™elevation of Canedian public 


affairs to a new level of statesmanship," 


the present difficulties in Dominion-Provincial re- 


lations have developed out of the rigidity of a con- 


stitution circumscribed by 2 statute of the British 
Parliament under which the distribution of responsi- 
bilitieswere laid down in the light ,of conditions 


existing at the time of Confederation. He sketched 


the growth. of provineial responsibilities culminat-— 
relief 
ing in the provincial duty of supplying unemployment 


in the 60's--a growth not paralleled by increasing 
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sources of revenue. lhe condition became acute with 
the advent of the great depression. The wear had im= 


posed vast new problems on all governments and, with 
theexpiration of the tax agreements, the limited 
fields of taxation open to the provinces would place 


them in an intolerable position. 


lie. Hanning did net fail to bring. imte.iars 


speech the tenets of the Social Credit party--"the | 
monetization of the real wealth of the nation as re- | 
Presented by our abundant national production, and | 


to utilize the financial credit representing the mone-= | 
hization of that real wealth to supplement the ordin- 


ary public revenues of the Dominion and Provincial 


(97) 
Treasuries." His exposition of the Socred doctrines 
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left his audience unresponsive and the Dominion 
acenda of proposals was introduced. This Dominion 
brief was in three sections: 
1. National Problems and Objectives. 
ee wOocwal Security. 
o- DOMInion Proposals: 
(a) Public Investment Policy. 
(pb) Social) Security. 
(c) Financial “rrangements. 


Of these only the financial arrangements are pertin- 
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The Dominion's Proposels. 

tne Dominion proposed that, after the war, the provin- 
aoe surrender their rights to impose personal income 
tax, corporation tax and succession duties. Besides 
the substantisi payments which the Dominion expected 
to make in order bo implement its social service pro- 
aram, it peoposed Go pay toreach provinee, | in’ lew 

of present statutory subsidies and payments under the 
wartime tax agreements, the sum of $I2 per capita 
anhnuveiiy,) Inereased er decreased in proportion io, tac 
value of the Gross National Production as compared 
with that of 1941. This proposed annual payment would, 
however be subject to an irreducible minimum equal fo 
&T2 per canita of the 1941 population. The applications 


of the proposal is shown below in millions: 


(next page) 
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fell, the Dominion's payments to the provinces would 
never fall below “138 million. Besides, 


government was prepared to make the same exception to 


its exclusive tax jurisdiction in the income and es- 


tates! field as in the wertime tax srreements and the 


provinces would be free to tax profits on mining and 
logging operations, retaining such taxes as being the 
equivalent of royalties, crown dues, and similar pro- 


Vinca eharresiT.Oswmey would. be treated ac: cogge 


for Dominion tax purposes. 

An early response GOuwr a (noo Noe exnected from the 
nrovinces since the text of the Dominion vroposals 
ran inte many Thousands iof words. The provincial prem- 


‘ 


ters continued, their oral representations. Premier 
Mennine's wes conparahively, brie, (but ih dees contoin 
some observations of interest as showing how completely 
in variance were the views of Alberta with those of 
(99) 
the Dominion government. He said on August 8, 1942: 
"the approach to our problems thus far has been based 
on the ossvmption that redistribution of  agerezate 
purchasing power available to the Ganadian people under 
our eles economy ee eee them a standard of liv-. 
ing and a measure of social security compatible with 
the abundance of our natural resources and the tremen-= 


dous productive capacity of Canadian industry as 


demonstrated during the war. This is very much doubteas 
ici alieiida eee ona he Ly iT suggest to this conference that 
the theory of full employment in a peace-time economy 
in this modern mechanized age of mass production is as 
antiquated as an old maid's dream and’ just as improb- 
able of realization." 


The Conference ended on August 10, and’the pro-= 
re J aoe 


att 


vineial premiers left for home with the Dominion pro- 
posals and reference books. In the subsequent months, 
the whole plan was subjected to eed detailed and eriti- 
cal analyses. There were many things for each province 


consider 
tO BEEXGe: its fiecal position if it decided to accept 


the plan; probable economic results of agreement* as 
against lack of agreement; the prospects of double taxa- 
tion if the agreements were not signed; the effects of 
the plan upon provineial autonomy.since fiseal, power 
means political power. 


4. Albertats Answer to the Dominion proposals. 


Alberta and British Columbia published their interim 
answers as early as November, 1945 while the other pro- 
winees replied early in.1946. Alberta found herself 

in disagreement with the Dominion in regard to five 
points: 

i. 1. The Bominionss proposals are palliative rather than 


remedial and the approach to economic Security is 


eu 


— 
+t 
© 
OY 

~~ : 


curative rather than preventative. 


Aid to the provinces is inadequate. The per capita 


grant is insufficient to meet post-war requirements, 


and the financial arrangements with regard to speci- 


fic social services are too restrictive and too rigid 


. 


in their application. The fact that the minimum’ foes 


Alberta would be $2,800,000 more’ than the ineome 
from the sources of revenue Alberta was being asked 
to give up was not a true measure of its adequacy. 
Alberta was a young province and could expect sub= 
stantial increases in revenve from corporation and 
Personal ineome taxes in the course of normal ide= 
velopment. Alberta then asked for $16 per capita 
and for substantial grants towards education,ete. 
The Dominion proposals, if implemented, in their 


present form would seriously impinge upon the basic 


; 


} 


principles of responsible self-government. 

The Yominion's proposals made no provision for deal- 
ing with a number of important and urgent matters 
which bear directly upon Dominion-Provinciel rela- 
tions and on the present and future economy of the 
provinces and on the Dominion as a whole. These 
matters include rehabilitation of returned men, im- 
freienh rates. housing, ete. 


WMiegrank Policies ; 


5. The Dominion'd pnrovosals were permanent and made no 


5 iL gee 


(To7) 
provision for the termination of the agreements 
should the provinces so desire after en adequate 

(I00) 
Criab, 
In the main, Alberta'ta critisms of the proposals 
were legitimate. The preposeals did not strike at the 
“roots of the problem but merely sought to patch up re= 


lations between the central government and the vrovineess 


The. other provineecs,oltered similer critisms. (it. was 


| 


pointed out that the Rowell-Sirois plan of national 
standards had not been adhered to; that the payments 
should be the flexible Daiccal needs" crants of the Re- 
pC ; that the payments were inadequate; that the pro- 
vinees would become little more than .local administra- 
tive commissions of the Dominion Government; ,and that 
the almost inevitable result would be the eventual anareen 
donment of the federal system in favor of a tinitary 
system of fovernment in Canada. the payment of large 
unconditioned subsidies violated the principle, "that 
a government which was autonomous within its assicned 
jurisdiction should be charged with the resnonsibilis4a 
ties of raisting what it spent." Prime Minister King 
himself admitted that, "When,on a previous occasion 

we were discussing the matter of enents from one 
treasury to another, I said) that T thought it was an 


unsound vrinciple; in fact, I used the expression that 


SAY 


on Reta 
fein 


(Tos) 


it was a vicious principle to have one body raise the 
Faxes end another body spend the pneovle's moneys thus 
Orem) 


Paised." 


194 
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> Meetings of the Conference. 
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The government discussed these criticisms 
and the provinces met asain in Ottawa on April 29,1946 
but, although the Dominion amended its proposals, no 
agreement appeared.possible. the new Dominion proposala 


WwW 


included the followings: 


] The annusl pavments would be “T5 ver canits bhesed on 


the nopuletion of either 1941 Or 1942. Prince Edwerd 


Tsland would get a basic minimum of $2 million while 
British Columbia wes cuaranteed at least 150% of the 


amount it received under the wertime agreements. 


The acreement would be for three years ana 


AE 


2 
aie 


the pro= 
Vinees would give up the three progressive tance as 
before. However, if any province should impose suc- 
cescion dubses its i¢granti would be reduced bywane 


amount it we" Pecelved. 


Table showing the new Dominion proposals on next page. 
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Total paid to Proposed Dominion 
each province oayments to pro-= 
during ware VainNees. : 

| mininum estimeted 


for 1947 


Prince Edward Is. 1.2 
Nove Seotia AD 
a) 


e 


New Bru Nsw 4 @ Kk 


yO~ 20ND 


9 0 

A, 0 25 

Quebec ine O 50.9 Ses 
Onterio AA. 4 3 Dodo 6425 
Manatoba He Bio 106s 17.8 
Saskatchewan Se is ae! EGice7 
Alberta Bee Li.9 14.35 
British Columbia: 1 i704. 3) Pen Pew 
(iea.5 Fle. eTse.3 


These paymenvs anclude all the direct payments te tae 


provinces in return for the surrender of the specified 


tax fields, but it does not take into account the relief 


Ghat would be afforded to ‘the provincial budgets by ae 


implementation of the Dominion proposals with respect 


to unemployment assistance, old age pensions, health 


e) 


Srents and public investment. These proposals included 


the Dominion paying the whole cost of old age pensions, 


making grants for health insurance schemes and new 
7 
t 


hospitals,etc, assisting the provinces with the cost 


Of public works designed to eombal unemployment) and se 
the agreement, from increasing its special excise taxes 


on gasoline, amusements or pari-mutuel betting unless 


a nationel emergency should arise. 


7 
| 
f 
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The premiers of the different provinces were given the 
opportunity of commenting on the proposals. Mr. Manning 
spoke last, reiterating that the proposals were only 
for an interim agreement, aoe he agreed that, even if 
it were only interim, there were important reasons why 
such an interim arreement should be entered into eee 
out delay; basic reforms could not be hurried and the 
time was not ripe for reaching an agreement of a more 
permanent nature: that enene would be very serious re= 
pereussions if the wartime agreements should lapse with- 
out new agreements being signed. Alberta was willing 
Fo accent the agsreements for three years with slight 
MOocdIiiLtea bons one of) which was that the, Deminiem 
should vacate such taxes as the tax on gasoline which, 
before the war, had been imposed exclusively by the 
province. If the Dominion should retain the gasoline 
tax, then all the returns from it should be expended on. 
highways. Furthermore, the grants for social services 
should be unconditional. 

The Dominion *inance llinister refused to consider 
aera ae ee the cost of these amend 
i 


mente wWoula 1neresse the coat: to the, Dominion very 


considerable", The cabinet ministers who spoke after 


Mr. Ilsley were euually firm. The ceneral critism of 
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the proposals was’ that they would leed to centraliza- 
© f 5 7 | 
tion=--the death of the confederated system. Most vocal 


in their objections were Premier Duplessis of Quebec 


Ou 


an Mr, Dunlessis: "BPem- 


e 


Premier Drew of Ontario. Sai 
S 


Os 


{ 


LG 
subsidies, eannot com- 


porary payments, or so calle ; 


pensale Tor) permanent) © and once these permanent 


Lio 
1) 
ay 
of. 
tA 


rights are imnaired or abandoned the results mav be 
Gis astrouss. Wi. ss. Our power, to taxis) essenprouiue 


(103) 


our power to legislate.” Phere was undoubtedly appre- 


‘ 
” 


bension. in the soa ce the provincial premiers, that 
no math er how generous Were Lhe mone rary offers, the 
ae remained,thsat by accepting them, the provinces 
would be yielding some part at least of their autonomy. 
Lhe Dominion Government was strenethening its financial 
powers at. the expense of the provinces. With financial 
power went political and constitutional power and sign- 
ing this agreement would mean the besinning of a pro= 
cess which would transfer the Dominion into a unitary 
actate with the provinces mere appendages of the Domin- 
; of Nova Scotia 
ion government. Premier Ancus L. MeDonald voiced the 
view that at Confederation there was an implied bargain 
to leave all eet ae ane to the provinces. No doubt 
this is true since the Fathers considered the indirect 


taxation field, which has declined so much since 1867, 


nae 


aay Uke 
i ey 
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as of the utmost importance. Mr. Mannings again stated 

‘his province's stand; Alberta would accept the proposals 
only "as the basis for a temporary, interim, transié 
tional arrangement, tO abford) one more, and permags 


(164) 
oppottunity to save Confederation." He accused 


3 
One vast 


How U's 


uhe Dominion of bad faith in stabine thar 46 “eoutd. wen 


afford to accept his provinee'!s proposals. (71) dm the 


first place it was a matter of returning to the pro- 


vinees certain fields which the Dominion had invaded 


during the war. (2) Fhe Dominion was using money rather 


than human and material resources as a measure for 
% ; Ped te "rr e e 
Canadata post-war economy. (3) The Dominion had, even 
: = 


during the war, embarked on an unprecedented .expendi- 


ture, Sneludinge Pamilyv Allowances, @t 2a cost of POHL) 
Navabiy af Lane rare Tp i) : mais ee ritigie aaah ieee rapt f eon iv i 


Failure of Conference. 
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Further debates failed to prevent the breakdown of this 


second conference and it adjourned in failure on May 3, 


ion was made for further meetings and 


1946. No provis 


it was left to the provinces to make individual sgree- 
ments with Ottawa. A final vrovosal was made by the 
1 awa. A Tin proposa z) ade y ne 


Hon J.L. Llsley in his budget speech of June 27, 1946. 
iL 


followed the broad lines of the previous 


vi 


offers, with two major exceptions: First, the social 


sb be Na 


ay? 


i ut 
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security and public investment provosals were divorced 


vy 


from the proposed Fax transfer #ereement and were made 
matters for separate negotiation after all, or a sub- 


3 


stantial majority of the provinces, had concluded in- 


dividual Tax transféer-Aereements?: secondly, the budget 


Us ty 


proposals provided that, in the case of non-agreeing 


; where the vnrovincial tax was imposed, the 


provinces 
taxpayer would be permitted to deduct what he paid as 

provincial income tax up to a maximum of 5% of his De-— 

U5) 
\ “4 

minion tax. As well, Provinces entering into separate 

Tax Agreements with the Bominion would be permitted to 
statihe. 


levy a 5% corporation tax under provincis 


The budget proposals were not acceptable to the 


majority of provinces and negottattensswere continued. 
Ehese negotiations were somewhat in the Lous of horse 
trading. When one province sueceeded in jockeying it- 
self into a more favorable position, the rest scurried 
far to Ottawa to demand similar favorsble terms for 
themselves. For example, when B.C. which had been pro- 
mised that, in no case, would its grant fall below 

what it had nee a ea under the Wartime Tax -ransfer 
agreement, got the Dominion To ‘apply -the pposs national 


product factor to’ its, case, the other provinces which 


had previously expressed agreement with this particular 


section of the agreement, demanded that a comparable 
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inerease cHowtd be accorded to them. Further negsotia-= 
tions resulted in the Dominion approving two additional 
formulae for the consideration of the provinces: 

i. An irreducible minimum of $I5.per capita plus she 


statutory subsidy under the B.N.Act. 
2. An irreducible minimum of $15 per capita plus 50% 
of what the province had collected from the per= 


Sonat |tneGoane ban (and corporation bax blus thege wa 


“Usbutery stbsidy under-the B.N.A.Act. 
In addition, the Dominion acceded to the provincial 
tion field which had been taken over by the Dominion 
as dees MeEASULC es 

No sereements were reached in 1946 and by the 
beginning Oot: 1947 ihe matter was becoming urgent. War- 
time Tax Agreements with three provinces had Lapsed 
in the fall of 1946 and the remaining agreements would 
terminate early in 1947. Under these agreements, the 
Dominion government was gommittéd to making certain re- 
deltiwes in its income and corporation tax agreements 
as Prom Jandary 1, Leay, the lapse of these acreements 


difficulty in balancing their budgets, and would have 


to impose direct taxes. This would mean loss of re- 


venue to the Dominion which simply could not tolerate 


OES 
a reduction in its revenue because of its Buge war debts. 
the Wartime Agreements had resulted in the efficient 
collection ef taxes in; the: direct tax field. Without “an 
agreement between the governments, chaos might result-- 
double taxation or uneven taxation which would discéur- 
age private-ehterprise and interfere with its capacity 

to supply the high and expanding employment deemed so 


erts, to main- 


necessary, by the Dominion's economic éx ; 


tain the prosperity achieved in the war years. All sorts 
of concessions were granted by the Dominion in an ef- 
fort to come to an aereement with the provinces. With- 
eutothis acreement the Dominion with its enormous war 
debt mich find itself in difficulties. It needed the 
agcreements so that direct taxes would be collected ef- 
ficiently on a high enough scale from the veonle as a 
whole. To be sure, these taxes constitutionally belons 
ed to the provinces, but never would they dare to impose 


tienen noes eeate, Faacy. phe: Domi mien. Could andudia. 


17. The tax FPransfer Agreements of 1947. 
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In the spring of 1947, allthe provinees except.,.Oue- 
hee og Onterio: sicned Tax-lrensfer Agreements with.the 
Dominion. these two oe refused on the seore that, 
| spans 
by signing they wowld in reality be signing awey: part 
of their provineial..autonomy, One wonders whether one 


should commend the other seven provinees for their. co- 


operation with the Dominion or condemn them for being 
so willing to sien away their province's birthright for 
the generous mess of pottage which the Dominion dangled 
so temptingly before their ravished noses. 

There never has been any doubt thet the Hathers of 
Confederation vena TO Create a strong central covern— 
ment and provincial governments with Limited local 
powers, but over the years the process of decentralizs— 
tion went on with the Privi¥ Council obligingly coop- 
erating by its decisions and by sranting the provinces 
all their hinterland to the north. The provinces have 
oénsistently gained in power except during the war 


years when they were temporarily in eclipse. The reju- 


u pus 
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Venavion Or rthe Dominion's power was: Very short Paved 


St ter ise fae sit World War for,in the twenties the Do- 


2 
Minlon sook Ss ravner necative attitude and the pro- 
vinees continued Eo ineresse their powers. People hed 
hecome imbued with idess sahout the social service state 
and were demendines more emd more social serviecss, The 
Dominion was reluctant then to undertake any new res- 
pons ibilities because of Ths heavy wer Bae. The Dro= 
vTinees were in the position to adopt the new social 


messures woich the Dominion ienored. Durine this period, 


the Dominion discontinued its conditionsl grants, Non- 
snterference in provincial matters was the rule and 


ae 
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and the relative importance Of che subsidies declined. 
Both wars brought about an economic intesration of the 
country and helped to make HOLT LC Sun Fi “al each ees 
Ther than an aspiration. The Dominion oechieved dominion 
status after World War I; it attained a recognized : 
position as leader of the second rate vowers after World 
War TT. The twenties broucht srowine nower to the pro- 
vinees=--recovery of ifs neturel resources to Alberta; 
aqetal lecislation which broucht atl bie provinces 


closer to their people--old age pensions, mothers! al- 


lowances, ineréased educational facilities, minimum 


wage legislation. Are we now witnessing a determined 


after so much travail in the war emercencyv? The Do- 
minion has put into force its popular Family Allowances: 
; eran ectiatie TA a ; 3 amikacin T ee Seal ad ae ¢ g 


it has endorsed heartily the social servite recommen- 


dations of the Rowell-Sirois Report (though it could 


fion durine the conferences): ft Has dealt moet so. i- 


ecitously with the rehabilitation problems of the war 


Lite 


LVEe 


veteran: and it hes stubbornly pursued its object 


of retaining the progressive fields of taxation by its 


Tax transfer agreements, After all fiscal power and 


political power go hand in hand, Any¥ arrangement which 


leads to the dependence of the province upon federal 


th 


i . if a LO) 


1 
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yet 
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eeweade cannot, otherwise but decrease the province's 
autonomy. A fundemental weakness of the B.N.A. Act is 
the limitation of the provinces to direct taxation 
whittle authoriging the Dominion to raise money by any 
means. The Dominion sovernment has the vee richt to 


. 


eotep ies ene, swemp the only fileld of taxation open to the 
provinces. As stated by Jensen, an American’ writer in 
his book Public Finance: "Without some measure of in- 
dependent power to tax on the pert of the shate sovern— 
ments, the latter would become mere administrative 
(106 ) 
units of a unitary national government." If provincial 
legislatures have no financial authority then they can- 
mot exercise their legislative powers with independence 
On the other hand, only the Dominion Government has 
the financial resources to time public expenditures 
and provide tax relief so as to counter cycles of de- 
pression. the basic question is how to reconcile the 
interdependence of all the Canadian governments while 


nreservine the constitutionsl privileses of each. 


18. Terms of the 1947 Tax rental Aereements. 
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Hventually seven provinces came to terms with the 
Dominion and signed Tax Rental Agreements to be in. 


force for five years from April 1, 1947. The option 


1ces and the 


one signed by Alberta involves the following slements: 
(next pare) 


Ke) 
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which proved most popular with the 


doe 


ULOR) 
1. $12.75 per capita based on the 1942 population of 


the province. 


2, 50% of the revenue of the province from personal 
: fiscal 
and corporation income taxes for the year nearest to 


December 31, 1940 as agreed unon for purposes of 


3 


the Wartime Tax Rental Acreement,. 


ON 


The amounts of the statutory subsidies payable tewenhe 
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province in; 1947. 
These three items constitute the minimum irreducibie 
payments to all the provinces would amount to an 


ageregate of $206,463,248 divided as follows: 
adjusted 
Minimum payments payments 
; for “1927 


Primes Howard) 0s...) 16 2, 1007000 $2,504,246 
NOVeE SCO Valens Soo oe eae i BO OBO ta Ie 10s ees 
New Bemmsawieie ss oo) es Te ae 9,004,009 
Ge Dee Te te an Pci wi aia DOwoons Ley 6S oo. ace 
OR Par Me ns aie kre Miecare al Ce echo AO p 74,458, 221 
IND GS eee Viale ale: oa a ep ely Meera Oke 14,454, 807 
Sasi abe Me Wate <i ss yeas on i. 29 11,490 EO Ole weed 
DEEDS TE aie Ma ates sas aie sia ecane eng hg oe [5 SOD 7576 
Brig usm Ce lumoae ocd 3. ik, 120,124 ely 4Ol es 
FSOE Aa 248 $528, WAS . 5144 
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4, These pamments are only minima. The actual payments 
A > DAL aul sarang 
to any province is the higher of two amounts, i.e. 


either its guaranteed minimum or alternately the 


amount of the minimum adjusted upwerds for changes 


in gross national product per capita in the pro- 
vineial nopulation. This adiustmen®é is made on the 


average of the smounts! for each of the three catendar 
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years immediately preceding the fiscal year for 


which the payment is made.This provision is made to 


reduce fluctuations from year to year in the revenues 


of the province. In the second column of the above 


table is shown the adjusted vnavments for 1947, 


Payments vara to be made on the basis of data.fur- 


+ 
rial 
e) 
Se 


nished by the Dominion Stat 
Iwo possibile réeduetions magn be made jin. the. Voval 
payments: 
a, Provinces may impose 2 tax of 5% on cornoration 
income earned within the province--the amount 


so collected to be deducted from its peyment. 


oO 


A reduction may be made in payments otherwise 
due) tO) an easrecing, province With, respec, ie 


any corporation or business ‘tax if takes over 


The Dominion is authorized to take’ over ome half of 


the net collection on the:incomes of certain speci- 


fiedvpublic ubplitnes*pesuliing fromthe dushedous 


te 


tion to the publicvoL electricity, gas er steam iain 


the provinee concerned. 
Provinces are permitted to retain their rights to 


collect succession duties. In such cases, the taxpay- 


ers will be able to offset the amountpaid in their 


province against the amount levied by the Dominion. 


1° 


these terms revrecent the most eauitoble and real- 


istic basis so far devised for the Dominion navments £o 


the provinees. They are in reality an astute compromise 
between the per capita principle of the 1867 payments 


and the principle of adjusting payments to the varying 


capacity of the provinces to raise revenues, from the 


tax sources they are renting to the Dominion.The great- 


est emphasis is placed on the principle of equality 


with a reasonable weight placed on the principle ‘of 


tax potential. A certain weight is placed on the prin- 


eiple of fiscal need. By renting its rights in the three 


great fields of direct progressive taxation, each pro- 
vinee, maritGnue, prairie or (central derives aporoximate- 
bye quiae vevenue per capita from these major sources of 
Se a single principle could be applied in deter- 
mining the magnitude of the annual rental payments, 

\ 
just as no way has ever been devised by which} the 
total tax field could be divided between the Dominion 
and provincial governments in such a way as to make it 
possible for the Dominion on the one hend and all the 
provincial governments on the other hand to obtain, 
ERGMR from the sector of the field allotted to each, 
the revenues required to carry their constitutional 


responsibilities, 
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19. Application of the Tax Rental Agreements to Alberta. 
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In accordance with these agreements, Alberta was 
granted a minimum payment of $13,986,000 with an ad- 
ditional reduction of $4,000,000 collected in Alberta 
due to the Dominion vacating the gasoline tax field-- 
the one concession made to the provinces who failed to 
ceéthe Dominion to vacate the other so-called minor 
fields of taxation viz,, amusements, pari-mutuel bets, 
end electricity. Premier Manning, in his budget speech 
in 1947, pointed out that, while the payments seemed 
generous, it mast be remembered that in the calendar 
year, 1945, the Dominion had collected in. the province 


of Alberta in personal income tax, corporation tax 


| bole 


gasoline tax and succession duties over $55,000,000 


_of which. $32,000,000 was derived from personal income 


Because of the escalator clause in the agreements, 


the amounts received in Alberta for 1947 was estimated 


to be $17,266,155 and for 1948 the estimate was 
(169) 


GED (Glse.O4e.. hese increases over the minimum are due 


“hese increase 
to inereased gross national production per capita and 
increased population. Furthermore, “400,000 wes expect- 
ed as the province's share of the income tax levied 


against the public utility cornorations. Actually the 


amount received from the Dominion by Alberta in the 
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fiscal year 1947-48 was almost $24,000,000 made up as 
CET@) 
follows: 


Compensation under the Dominion-Provincial Tax Rentals 
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Payments of deductions under same act.... 5,278, 844 
Wrovancialveapsidy........ : 2. 2a0 oe 


Payment under the Western Proy inc es Treasury 
Bills and Natural Resources Settiement Act 8,031,250 
inverese ion semedl lands Pudie sco sca sade 582, 882: 
FOS, 858,062 
25, 858,062 
Tt is now two vears since the Tax ental Agree- 
ments went into force. On the whole thev seem to be 
working out satisfactorily as a compromise settlement. 
Still they are only a temporary settiement. Ontario 
and Quebe@e remain adamant in their refusal to sign on 
the score that sieninge would mean the centralization 


of the financial power in the hands of the Dominion 


+ * : ait 
sovernment at the expense of the provinces. +} 


has an Obvious erm of treuth,, but the fact remaims ayaa 
the Dominion sovernment can most efficiently collect 
the direct taxes needed to carry the wer debt if has 
incurred and the social services it has initiated. From 
a financial point of view, the provinces which signed 
are better off than they wouid have been if they had 
not signed since their collections in the direct tax 
fields have never even approached what the Dominion 


has suaranteed them as minimum payments. It must never 


be forgotten, however, that these agreements have Little | 
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FO do with the problems which have been assumine in- 


ereasing importance in Dominion-Provincial relations 
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They are merely temporary expedients which have scant 
bearing on the solution. of the fundamental problem of 
fet na in 2 th eC be at way in wh Sah ail +Hhis rcovwernm anka O f 
Canada can combine their Legislative and administrative 


powers -GQunne Ceearech oAavantace of ah Canadians 


wherever thev mav live, 
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TinbeL 1909, the Provinee of Alberta did not iseane 
Ponds! bubrvanithat wearin it’ sole am issue ot, 82.000. c00 
= 4 - } a - wave Ded nee Nel "a i A ~ 3 . 


' I 
tO buy out the Rell Telephone Eompany einete this com-= 
pany refused to intel: rurel telephones. Alberta de- 
dided to #0 into the telephone business itself. i 
still is in the telephone business and, though its‘ tele- 
phone debt is on 2 more Satisfactory basis, Tage cirs add. 
has. a debt as the peovle of Cakeary know since they 
pay higher rates than the people of Ramonton whose 
telephones are a city-owned utility. For three veers 
the province did not increase its debt and then’ debt 
really did begin to ineresse in Alberta. From 1909 
Eo 1956, dept ereation was an integral parg of the 


Alberta economy. In the early vears, it brought the 


settlers many assets which otherwise they micht not 


t, 


t 


have bad and; in some cases, would have been better 


Orn without. Tp brought Bighways,” Dridges; anda) var-= 
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iety ef publie’ works and utibities and’ part of the pop- 
vietion has gained its livelihood by the work which was 
fineneed eut of the proceeds of borrowed funds. Up to 

1929, a large part of fini debt creation was bringing 


tangible assets designed for the welfare or convenience 


of Alberts citizens. Theresifter, 2s depression descend- 


ed upon the people, instead of leaving publie works on 
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the Davance sheet, “if Left only unemployment relief 
advances and direct relief expenditures--intangible 
assets represented by the subsistence that the bor- 
rowings afforded to those without persohal resources. 
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Debt in the Thirties 
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Debt reached the all time high of $167,027,000 as 
of March 31, 1936 when the government resolved to put 
an end to borrowing. By March 31, 1947, it had suecceed-~ 


Ci) 
ed in reducing its total debt to $127,210,000. These 


debt: net funded debt, net guaranteed debt, treasury 
bills, and unfunded debt such as savings certificates, 


bank loans, superannuation funds, and miscellaneous | 


bDrabilubpies. Debt e¢reatiuon has’ become 38 basic ellemon: 


in) the Canadien ceonomy and insuffierent distinetbien 


is made between useful and harmful debt creation. Pen 
haps the Albertat Government's determination Sate $+ 
will incur’ no more debt is. praiseworthy, but debt 
Creation te) men Po belcondemmed' if 1b, 18° for wrecue= 


tive nurnoses or contributes to social welfare and 


The newness of the country was resvonsible for a 


cohsiderable part od the deb¥.This is true of railway, 
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drainage and irrigation, seed grain and other agricul- 


nu 
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tural relief expenditures which accounted for more 
th ABS +3 Be ia ta 9 1g + h 
Chan 45% of the debt, and to a lessrextent of the tele- 


phone indebtedness. It is to be noted that capital ex- 


tobe 


pvenditures on highways, bridges, ferries, and public 


buildings accounted for more than one third of the net 
indebtedness. In addition to the direct debts, the pro-= 
Vinee had ineurred indirect liabilities of $45,367,048, 
of these, however, $32,235,658 were suarantees of 
railway bonds on which payment of interest was assumed 


by the C.N.R. and C.P.R. when they bought the railways 


in 1929. The larger part of the remainder consisted 


lof the bonds of the draimace and irrigation distrrers. 


these indirect lisbilities were assumed in order to 


t 


encourage developmental projects. 
(ize) 
Alberta's Provincial Debt, 1932--Analysis of Capital 
: : Assets: 


L000 ts def tovay 
net debt. 


Realizable or income produc- 

Te ase US tei nM ee $46,748 34 
Repavyable assets or loans.. Sy donalll 4. 
General assets less repayable 

loans i.e. roads, buildines ebeo1, 774 a5 
Intangible assets; capital 

losses relief etc, _ dled. 

Net income assets Less working 
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A very large proportion, then, of the combined 


G@ireeh and: indirect Liabilities of the province has 
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been associated with entervrises designed to facili- 
tate settlement. Many of the projects which were en- 


couraged or undertaken have’ not been self-supporting 


even after they were established. It is possible that, 


a most careful scrutiny woul@ have failed to reveal 
1¢ eareful ‘scrutiny woulé have faitec > revea. 
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their inherent, weaknesses. bub, .in retrospeet. tae 


probability of financial success, at least from a mod- 
5 finan LT SMe CS at least from a mod 
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doubtful whether irrication proiects and railway con- 
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struction’ were feasible when the number of setilers 


entering the province was insufficient to settle rapra— 


in the vtaresas: made available. 


Of course, once the pro- 


jects were initiated and settlement begun, the govern— 


ment was obliged to maintain the improvements or to 


sive more or less permanent direct relief to the 


settlers or arrance for their removal to another dis- 


trict. In 28 wtenesr area which is beins developed 
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Larcely by the importation of, capital, the sovernment. 


too, may be compelled to finance a large part of its 


Je 
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investments in permanent equipment by borrowing 
covernment services are not to be allowed to lag be- 
hind private development. But the very fact that many 
of the taxpayers are debtors to non-residents 2dds to 


the difficulty of collecting taxes during periods of 


Anau 


ne 
SAR YY (uae Tova 
or eve 


‘ P 
WO ay ot 


DS Sica aaan 


aie CAfat 
ee MR 


oe 


bia 


ae) 


falling prices. In such periods in Alberta debt 
charges came to form an uncomfortably large uncontrol- 
lable item in the expenditures of the province, 


Alberta Public debt, 1932: Analeis of the purnoses 


for which the debt was incurred: 
; % of total 
OOO t's net debt. 
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tt is abundantly clear that Alberta'ts huge public 


debt of the thirties was due to certain ponai pies per=- 
manently and unavoidably associated with pioneer set- 
tilement--to recapitulate: sparseness of population 
gave rise to many problems in the field of govern- 

ment expenditure e.g. the necessity for provision of 
communications at a time when motor travel was be- 
coming common and, consequently, road building had 


Ls 


Co be something less than casual; the furnishing of 
Gelephones An PesHondes to the insistent demends woe 


to say the least precipitate: the providing of rail- 


Wes eeoved LO be a cCostiy: Innovation) since Aibert a 


went into the actual building of the #oads instead 
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of merely providing guarantees as did Saskeatehewan: 

the provision of health and education services proved 
very expensive because of the sparseness of population. 
did the government realize the necessity of consolida- 
bang tne scattered school districts to cut down costa. 
Travelling Health clinies have aes a2 boon to the 


solated districts but have been costly. The hardy 


ide 


pioneer who wrested a living from the soil with his 
bare kands and resented pu 
absent from the Alberta scene. From the first, Alberta 
efiietisails, ever solicitous’ for the welfare of even 

the most remotely situated settler, have rushed in fo 


aid with advice, seed gramth advances, offers of Loans 


3 
for pure bred stock, etc. 
A new region is developed by the impvortation 


branch banks pro-. 


of capital and, in the early days 
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vided the necessary pind ee satisfy the meaesszry de- 
veloping need for short term loans. Mortgage companies, 
Tnsurance and Loan Companies, with headquarters outside 
Fue proqine.., extended long term morteage loans, 
Government bonds were readily saleable in ew York 

and astern Canada, except during the war vears. Acri-= 


cultural implement companies from Eastern Fenada 
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established branches in Alberta and furnished mechin-~ 
ery and equipment on liberal term of credit. Optimis- 


Pic akinw, hoth fovernment and citizens were building 
for) ;Me Turure and Took’ full advantage. of) the weet 
ity offered them to invest heavily in capital goods. 
Unfortunately most of the publie and private debt was 
held outside the province--a most undesirable thing. 
By 2957, Ene topal public and private debt in tie 
province was nearly $I billion. 

An objective analysis of Alberta's debt, both 
public and private revehls that a good part of it was 
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auetainine public projects. Unfortunetelv the oublie 


Apert alc aeecumulated nublice debht in thea HALPER Ves the. 
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railways and telephones, had never been self-support- 


ine and only in verv recent veors hove the telenhones 


paid their way--not until Mr. Barker's report and the 
dead-—we iocht 


subsequent scrapping of the,rural lines. Seven per 


eent of the debt was due to defierts on income account. 
gfhis. amount is wholly indefensible. A government, es 
9 private citizen, should live within its budget and 
avoid borrowing to finance regular and recurring ex- 


penses. It is legitimate for a tovernmen’ to borrow 


or productive surnoses such as © new public utility 
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equipment but the amortization of such a debt should 


nov se in 


at least eaual the depreciation. This was 


the case of the telephones which accounted for 20% of 


the overall debt in 1932. Some justification there 


J a 


is for the 2% of debt incurred for unemployment relief 


Since wide-spread unemployment can be considered in 
the nature of a publie emergency or disaster. However, 
in tse reassuring to know that the, Dominion 1s: Hemece— 


alizings that unemolovment is a Dominion resvonsibili— 


ty which can only be solved on a national basis. As 
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Fesult Of this conviction, the ~ominiean didicancer a 


&5 279,000 of Treasury Bill indebtedness incurred on 


account of unemployment relief. Besides it cancelied 


x 


all future interest on the rest of the Treasury. Pill 
tg 


indebtedness incurred for unemployment relief. 

One cause of the distress cecasioned by Alberta's 
public debt in the thirties was that most of if was 
externally held. Had it been held within the province, 

the burden would have been more eessily supportable. 
Unfortunstely a great deal offit was held in New York 
and London and the fact that interest payments had te 
be made in « foreign currency often at adverse exchange 


rates made things more difficult for the province 


Waren. sim 1955. wee (paying) out 50% Of ibs cross revenue 
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The Dominion now realizes the difficulties inherent 
in foretien held debt and provinces are enioined from 
if mee Ss ' Joined. from 


borrowing excent in Canadian funds, 


Thevdeps situation Gna '9S66 lea to the Albertalleow. 


ernment cuttings Ves interest pates bv an averace of ral4 
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by an order in .council number 734 on May 530, 19436 ana 


the non-payment of a bond issue maturing on April Ane 


of the same years This ‘could have been avoided, hed 


the nrovince accepted the Dominionts terms for 2a loan 


to cover this indebtedness, These terms ineluded the 


province's consent to the formation of 2 loan council 


whose approval would have to be obtained for any future 
DOrrOowmine (by vENne  Deovinee. (Under toe Loan cCounes. 
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the Dominion would have suaranteed any future loans 
the province would make but Alberta would have had to 
pledge future payments due from the Dominion and other 
specific revenues as collateral security to secure 

the Dominion against loss. The province found these 
terms unacceptable Chouch Mr, Magor, its finencial 
advisor, strongly advised it to accept, stating that 

the function of the loan council was “etgeuéie to the 


? 


advantage of the province." The January, 1941 meeting 


of the Lominion-FProvincéal Conference approved the 


loan council and Le cea DOW Oper atyom. 
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this has now been discussed enouch already. and 
it is necessary now to consider the steps by. which 
Alberta retraced its steps and restored its credit to 
the point where it was able to offer and sell by com- 
petitive tender in November, 1947 a new issue of 
$e, 500,000- serial debentures carrying Interes 7 ran. ce 
to 2.75% These debentures were sold at 99.527 per Oe. 


(TTA). 


resulting in a cost to the province of 2.7054. This 
aes 


is one of the most favorable rates on any recent com- 
parable borrowing in Canada and furhishes conclusive 
evidence ol hae high credit, rating Alberta mow enievc. 
Aiberta has managed to live down the stigma of bank- 


ruptey. Moreover, 50% of this issue was boucht by 
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Albertans, demonstrating the confidence they have 


their own province. 


investigations’ into Alberta's Debt in) 1957. 
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We have referred to the low ebb which promincial 
finances reached in 1937. In this year Alberta's fi- 


nanciol standine wae investicated by no fewer than 


three authorities: by a Montreal financier, R.J. Magor 


who, asked by the province to investigate and make 


sugseestions, was by*no means’ kind in: his) subsequent 


remarks; by the Bank of Canada which concluded tthe 


cond 


1905-22 period was characterized by waste, loose ad- 
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ministration, and incurrence of debt which could not 


be justified even when allowance is made for the opti- 
| (115) 


e ° 2 1 Fee ry 5 
mistic spirit of the times." this renort also remarked: 
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"During the years 1925-30, on the whole a period of 
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OrosDerioy for all ‘the Ghres Prairie Provinece=— Al— 
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ancial position: in fact, deterioration would heave 


he 
{5 


faken place had 15 not 


vinee was successful in selline its railways to the 


Canadien Pacific Railway and to the Vanadian National 


Had Lue a oe Bd. OP On.) ce er ume ie? Se i eles ereme 


years 1931-1956 the net outstanding debt of the pro- 


vinee incressed “52 millions. 


‘ 


This’ report draws attention to the determined 


effort cut) forth. tovagncresse: revenues in 1957. 1G de- 
pnlores the early extravagance which resulted in the 


Financial position or the nrovince an the 60's and 


recretted the decision of the province to repudiate 


its debt liabilities since "default produces a lack 


of confidence which is not confined to prospective 


buyers of government bonds. It has’ 1}s\ repercussions 


on the investment of capital in enterprise and hampers 


(TT6) 


development." ‘This report concluded on an optimistic 


note, observing that Alberta would be able to get 
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along nou the financial aid it recommended for 
Manitoba and Sackatchewon, 

A third most exhaustive renort on Albertats 
finances was made to the Alberta Rondholders! Committee 
by two Pinancial experts, Courtiand HITiot, aad eed. 
Walker. Their report contains numerous tebles snent 
the Alberta finances and discusses at length the econ- 
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omie Consecuencies of repudiation more in sorrow ewi- 
at 


dently than in anger: "It would be idle to. deny that 


depression has; weighed heavily on Alberta: yet  tuere 
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increases in recent times have been substantial.... 


and partially they have been due to, and properly 


acceptance of lerger social responsibili-= 
" Vans report SuMmmartZeSs Its fandines as%tol— 


7 is lLberta 4a eeonomi eall We ea) a Ff 4 aA ay] xT alg Lava shalam . 
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Thac the budgweno on Ther basis (ot our Survey. 


ran he halanced without imnosine new taxation or 
: aie 2 + Te 
padical reduction of customary expenditures. 
: 
‘4 Moat the nactarotion of the fiacal ond credit 
- . . Th ~ LL ~ 4 & ae oN NJ a ok NY ooh of CA odo he abe ~/ : = 
Hosition of the province can make imoressive 


c recovery." 


true, however, that about this time there was a feel- 


Albertats Debt Reorcranization, 
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Alberta'ts financial nosition ranidlyv imnroved of 


ter 1937 and the province became anxious to reculerize 


ifs fiscal position. Harly in 1941, an Alberta Refung- 
ing Committee was set up jointly by the province and 


» 


the bondholders to evolve a refundine vlan ecuitable 
and Ssavistaetory doth to the province and to the poke— 


ers of bonds and debentures. If was realized at the 


time that the considerations would be lengthy, but, 
as the Hon, Solon #. Low remarked piously in 


budget speech. "What is done in Alberta will doubtless 


be the pattern for other Western Provinces, and 


fore, some form of concerted action might be found de=- 
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airoble. with on anpnroach to the Yominion Government 


for scaling down of the vrovincial debts held by them 
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in the form of Treasury Bills." Alberta was the only 


province to repudiate its debts and one very much 
doubts whether the other Western Provinces would look 


HO Ue Tor Neadersinie an such miheragie Facies wii ie 


ime atl over the Vominion that, because of the fall 
in the value of money, debt should be refunded at low- 
er interest rates.This was done by some of the provina 


ees under the loan council while some Treasury Bill 


indebtedness was later cancelled outricht by the 
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Dominion. 


In the meantime, Alberta continued to offer its ar- 


bitrarily reduced interest to ita bondholders, some 


of whom steedfiastly refused to accept it for fear that 


it would prejudice their position if thev did. this 


refused interest was serupnlovs ly deposited reaulariv 


by the government in en Edmonton Bank. The bondholders 
were losing meney also because of the reduced value of 


their securities. In a very short time Alberta bonds 
decreased in value 25%. Later they declined even lower 
when they were only bought by speculators who reaped 


large profits at the expense of the original) owners 


when refunding was at last accomplished. 


These were the aims of the Alberta Refunding Com- 


1. To devise a refunding plan that would be acceptable 
fo the government and to the bondholders and that 
would have the effect of restoring the provincial 
eredit and the marketability of the bonds at near 


par value. 


2, +o find ea formula for refunding that would encom- 


pass the net outstanding direct and indirect debt, 
excluding Treasury Bills and Railway suaranteed 


[eGuri Ly Less) Savings Certificates; were to be imelud 


Sac the ‘oars 


Lhe Dpeeehelders were very anxious to come to an 

understanding with the province since their securities 
ed 

in a short time reach,the low of 50% of their face 
value’. tt was a lesser evil to take a lower rate and 
be able to sell their securities once more at a price 
nearer to their real value and the Drovince was prepar- 
ed to take advantage of this situation. However the 
bondholders! representatives were hard headed business 


(727) 
men who proposed to the Brovince the followine terms: 


1. A 4% basic rate of interes# which would mean an in- 


(22,000 over the amount | then spromieed:. 

Pe necornit Ton Ont Hast due vinbereet rem), slime. ie uc 
which would mean an addition of approximately 
#22 million to the debt. 

3, Provision of differentials in coupon rates on out— 
standing bonds to their respective maturities. This 
would result,insean outlay of. $6,587,000. The aeileer= 
native to this proposal would be to issue.refunding 
bonds, bearing the present rates of interest to 
the maturity of the respective issues and thereafs 


ter at 4% to the date of maturity of the new re- 


funding issue. 
The government’ countered by offering a plan in- 


volving an average rate of interest at 54%. It could 
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see its way clear to compensate bondholders for the un- 
paid part of their interest and avowed that its main ob-= 
ject was to restore for the bondholders the capital 
value of their investment. It professed the belief that 
the individual bondholders were not so much concerned 
with interest rates as they were in getting back 
to market prices somewhat near par. 

The Alberta goverhment refused to consider the 
offer of the Bondholders! Committee since it felt that 


1 


the offer mere represented the "institutional view- 


point" rather than the wishes of the individual bond- 
holders. The Legislature approved the government's non 
acceptance of this proposal but urged that every effort 
should be made to find = basis for settlement which wo 
would oe satisfactory to both government and bond- 
hodecren Other provinces a this time were refunding + 
their debts at lower rates, but such action was not open 
to Alberta. The bondholders were obdurate and the: pro= 
vinee was gradually veering round to the point where 
“Clee : 
they realized: 
ae They oa have to make provision for somewhat high- 


er interest rates. 


®,. Some portion of the interest arrears would have to 


nome adjustment would have to be made with regard, the) 
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varying counon rates on outstanding debenture issues 
until their érivineal maturity date. 


The government also was beginning to realize that it 


te 


would have to make a comprehensive readiustmen# of its 


total debt at the earliest possible time. Since it was 


» 


in default, it could not hope to refund the debt except 
by agreement with the bondholders. 

By 1945, over $34 million of Alberta bonds were in 

. | unpaid 

default and the disputed interest wes in excess Of ROS 
million, ag a result of which the province was faced 
with increasingly difficult legal complications. 
was only serving to complicate rather than alleviate 
Poe sate ure. The Federal Government had indicated 
that it.would give its support to a refunding arrange- 


menk and assist the nrovince financisliyv in ite imile- 
mer ad assi he province nancially ; mp: 
mentation only on the sround that all the unpaid In= 
terest was recognized and paid together with the dif- 


ferentbialte on ‘all unmatured ‘bonds. 


The province was not prepared to go that far, 


but it proposed a compromise. It stuck to the 
terest rate but suggested a bonus to those unfortunate 
bondholders who had been deprived of their legal inter 
est since 1936. Bondholders who had been receiving 5% 


interest on their 6% bonds and, conseavently,were owed 


407 on a $100 bond, were to be offered $9 per hundred 
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is 


hh 


if they consented to refund their bonds a+ 3a 3 holders 


af 
of 5% bonds were offered a new bond at 35% and a bonus 
of “7,50 ner hundred: those who owned A> bonds were 
offered a new bond at the 34% rate and an adjustment ~ 


of 6). ner hundred. The government ghated that “the 


Hoke a] ainountr of this compensation based on 2 100 per 
cent exchange of bonds would amount to $8,400,000 which 
wasecquak te one third the amount if had saved by the 

reduction im) interest -fromedune 1) 1956" to dune rt 
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This government overall reconstruction of its debt was 
based on the cancellation of all Alberta bonds held’ in 
the sinking funds and other portfolios of the~government 


which would Lease the cross debenture debt br #75, 800,000 


and leave a-net outstanding debt of *8213,200,000, Pro- 


QW 


VES Ten oe made in the 1945 budget to pay of f the balance 
of the outstanding savings certificates amounting to 
approximately $3,200,000, Treasury Bills to the amount 
of $1,659,000 held in See funds were also to be 

So neeice. cue #5,500,000 bonds of the Alberta Great 
Waterways) Railway were not to be included in the refund- 
usu, Under the refunding plan, the covernment 
planned to retire a minimum of %2,9000,000 bonds annual- 
ly and reserved the right to refund its bonds at a lowe 


er rate of interest whenever possible. From the stand- 


point of the province, the proposal was extremely ad- 
vanthageous. It confidently expected that the whole pub- 
lie debt would be extinguished in 323 years whieh would 
mean "the permanentremoval of the burden of interest 
which is a mill stone around ‘the neck of any 
The province embodied these ideas in the Provin- 
cial Debt Reorganization Act of 1945 and the rerae of 
the Act were to come into effect when 75% of the outss 
standing debentures and registered stock were deposit- 
ed. with the government with letters of acceptance 
Sisned by Tne individual helders. By October) 6, tae re= 
aquired amount of debentures was deposited and, on Oct- 


ober 24, 1945, the plan was declared operative. By 


had been deposited and the exchange of debentures was 
practically completed. On May 31, 1945, the total of 
the debenture issues included in the vrogram was 
127,098,859. Debentures held in the sinking funds. to- 
taled $13,845,749. These debentures were cancelled, re- 
ducing the gross decearare debt by that amount and 
leaving) a met total of G11S,256,109 to be dealt, with 


in the refunding plan. 
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Here are the details of the debenture issue: 


Total issues cancelled outstanding 


Matured direct issues bor. 1404 toe #3 ,'780, 990 $33,560,502 
820,907 
Guarenteed issues Oa (OO O00 2. 67 eC oOo 4,0'72,000 
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Unmatured " " S55207,2166 17,586,258" 7oy 


#127,098,859 13,845,749 113,253, 10 

Adjustment on unpaid interest together with 
premium adjustments as in the case of unmetured bonds 
required a cash settlement of $17,565,000 of whieh the 
amount of $9,387,785 was obtained from the Dominion 
Government under an amendment to the Tax Transfer 
Acreement, leaving a balance of $8,177,259 to be paid 
by the province. The cash settlement provided by the 
Dominion was mode un of a grant of $2,400,000, repre-= 
senting a fiscal subsidy of #600,000 a year for the #e 
years 1937-41 and, under the debt service option, with 
respect towne o ax ~ransier Aoreement, an increased an- 
nual grant of @T, 746,923 for the years 1941-45, making 
the total *9,387,735. 

The balance of the interest and premium adjust- 
amounting 


ments in¢luded in the debt reorganization, 


f five years 
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to $10,827,000, is extended over a period o 
end is represented by special coupons attached to the 
new 35% debentures. These payments were offset to the 
empemy OL. 3493 800 by two increases in the Tax trans— 


“9 


fer Agreement which expired on March 31, Lay 
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The debentures were serialized to be retired com 


pletely as the end of S35 vears--not 33 ‘voears as wae 


originally expected. This Provincial Debt Reorsanica- 


tion Ret no matter whot Mm aT he thoucht af Fhe ethics 


ne aa, 2 : 
or propriety of a roverninge bodv icnorines ite econtrace 


tual obligations, had the net effect of: 


wht in! hn @ 


1. Providing for the retirement of the whole of Alber- 


Fa's debt by the end of 35 years. 


2. Lowering the maximum debt charges to $h, 815,000 ‘a 
year for 15 years with vrospects for an even lower 


annual charge after that, 


3. Reducing the interest rates aoe 9° to 33% with an 
Renee 


averaze interest rate of less then 3.4%, 
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4. Enabling Alberta to sell short term new debentures 


ee 


amounting to $29,565,000 needed to retire some matur- 
ed 
5 ZF 


J 1 a 
ed bonds ab anv interest rate: of 2 to 2e% annually out 
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Sy ‘op LOouULabune (thet ial the new. debventure issues are 


Gaivaple (ah war ath’ the ‘epGlen Of the prowines. 


5. treasury Bill Indebtedness 
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Tn 1946, the province ceme to terms with the 


ot 


Dominion over its Treasury Bill indebtedness and as 
9 result the federal government acreed to eancel 50% 


of the total of $10,595,000 advanced to the province 
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for relief purposes and to cancel the interest on the 
remainder.The province applied the $7,997,750 received 


from the Dominion,as compensation for the alienation 


Le 


of 


ts natural resources along with accrued interest, 
atainst the remainder of its Treasury Bill indepted= 


ness, leaving a net Treasury Bill indebtedness of 


cs interest 
$12,920,750 of which $5,279,500 is Met*txfree. The in- 


Gerest on the remainder averaces?,625%. This treasury 


jve 
Bill indebtness has been amortized over a period of 30 


years and it now costs only $547,000 a year instead 
; Pee 

is (124) 
of $788,000 as formerly. 


Alberta's yresent Debdt Position. 
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The. Debt Reorganization Program has been worke 
ing eapae factorily, and Alberta can now boast that 


she is the only prowimece do bhe Dominion wt oa obs 


debt established unon a serialized basis providing 


a NL tN ody nhs Nth - 


for its comolete and orderly retirement. in 1246, 


the outstanding securities amounted to only %769,000 - 


belonging, nodoubt to an unsung minority who have the 
temerity to eae in the sacredness of contractual 
oe or, perhaps more likely, they are the 
ostrich tyne who Ee to face facts. It was. inevite 


able that lowered interest rates would come because 


of the lowered value of money in the thtrties. Alber- 


Fy { +4 en 


a ae) 


Fa's precipate action in arbitrarityvy lowering its 


interest rate in 1936 merely broucht opprédbrium and 
censure upon itself and thereby increased the diffi- 
eulties it experienced when the time was ripe for 

making a new contract with ifs creditors. The embarress- 
men which the province experienced in the middle 
forties when,in spite of its sizable surpluses on | 
income account, it was still paving only 50% of the 
interest due on its bonds could have been avoided, if | 
it Wed aerwecd to a loam council in 1936, 
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1. Comparison of Revenues 1937-38 and 1947-8, 


ee ee 
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Alwerta in its financial development has come a 
lone way from its early years ofrrampaht enthusiasm and 
optimism, through the reckless years of publie debt 
creation, has climbed from the deep depression of the 
thirties, has lived down the stigma of debt repudiation, 
aad has ah length come intomits own with political di- 
snity, mature financial outlook and enviable prospects 
for the iutures. Naturally a great deal of Albertats 
present prosperity can be credited to the late war. 
such prosperity, resulting from the exigencies of wer, 


mush be Considered ariLiticial,’ siemmingwas: it does, 


from circumstances which were neither permanently or 
economically sound--huge government expenditures for 


defence purposes and for the active prosecution of the 


wer up to the armistice and large purchases of supplies 


under the Huropnean Recovery Plan after the cessation 


the 
prosperity does not wholly depend onxh late war. In 


wy 


her case it is due substantially to the exploitation 


of its,natural resources by outside capital and the 
wise, careful management of its financial affairs by 
the provincial government and officials. In the first 


place, the Social Yredit government, once if hed des- 


troyea its credit by repudiation adopted a pay-as-you- 
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sompolicy. Initially, not much credit was due to the 
government, but there is some merit in its adherence to 


Phas pe ee y yaks on when its credit was restored by 


its refunding scheme. A comparison of the budgets of 


L9VS 7-58 and 1947-48 is most informative. Here: are the 
(1253 


revenue figures on Income Account: 


1957-38 194'7-48 

Dominion of MEMOS ssl eee Ge $3 yO O7E $17,266,155 
Agricultural Dent. ne 250 19'7,150 
Acric. Dept. (water “resonrees) 000 12,500 
Attornev General's Deot mii icieiicmeetiane as 830 Ly Rae ao0 
PAC Se Onis CDi aia dt) siuvel eile) eth cadlsve tt) Boo Soe 225 4 400 
000 104,000 
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RES Rata ae COTA GW ae cay a hans, a hh wey eh) 
OHS foam ictd Malaga (na) cunr Palma RAEN A PaCS R UC LOG. LOGS 
Nunioineal Atpfeaips Depts soa: boo, 720 oo so00 
Provincial Sseretaryis Dept 848, '755 9. 146, 900 
Public Health Dept. SEA RO 51754000 
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Paplie Works Dept. .....4...02400 S261e50. 2,00 70e75 
Railway and PC eons Deotic sme Coos COO es 

Trade and Imeustry Depts)... 94,100 150,000 
Lands and Mines Dept.......+.++-1,454,000 3,521,680 
Dpeagury Depts... ... 102). a 16,234,577 | 9, 88070ne 
“EConomic Affairs Dept.......... 900 
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\ : 
Population 796,149 (1941) 803,350 (1946) 
Granted that today's dollar has the value of only 60 


prewar cents and therefore the revenue of 1947-48 
would have a prewar value of only 
+ + VT 4 4 ¥ t- $ “7 av es ath Nora LA amolt 

erease! in revenue is not unimpressive when ne smatr 

Sneresse in vonulation is considered. The vnrewar value 
vd were de rs Be en ee Ses aw 17 de a SP, be Le oa er, a Ne ie ant oe = ~ 

of the revenue of 1947-48 ver capita was $31.14 com- 


a. a. mA M,N a CA Ne) aks ate & f we Ni tN - ‘ ~ wan } whee ot 
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mared with a per capita revemie in 1937-58 of (coerce 


oh 


his represents the not inconsiderable gain of 30.14% 
: 4 an os > M wen pe he SF ole ee dl one ae fi ~ @ 
In the fiscal year 1948-49, the estémate of revenue on 


income sécount wae "45 


5,250,595, with an increase, ex= 
; jog 

(125) 

pected of nearly $17 million for the next vear 
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Tt is to be noted thet increased aaktimotad in 
practically every item but none so large as in the Do-= 


Minion subsidy. In 1957-38, the Dominion subsidy form= 


ed only 9.57% of the total revenue. In 1947-48, under 


’ evhas ole: — 
the Tax Rentals Agreement, it was 39.26%. The causes 
of this increse have been discussed before but it must 


be stressed that the Dominion subsidy remains as always 


the stabilizing element in the provincial revenue struc- 
ture. The new agreements assure to the province stable 
and rising. revenues with Little element of the risk 

of impossibly low income during a time of economic ad- 
versity. This assurance of a redsonably regularity of 
revenue should give the sovernment confidence to imple- 


ment its proposed social service schemes. As long as 


Ts) 
3 


the, agreements continue in. force, and there is Little 
reason for considering them much less than permanent, 
Alberta can always expect a steady and guaranteed in- 


come amounting to almost a third of the whole. In 
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ees 
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and grants approximated only 28.12% of Alberta's income 
revenue due to the unusually large revenues accruing to 


rentals and 
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the provinwe from the sale of 
royalties. This is windfall wealth and there is little 
likelihood of it continuing for any leneth of time on 


the game scale. 


Liquor Froiips'. 
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Another 20% of the 1947-428 revenue can be 

yes A A a4 5 1 "4 5 F 2 Mt cs 
rdurestiivy assigned to the Liquor Control Board ine 

DOrories from the Veale om lidguor 1m Alberta is: a peel. 

fie and srowing source of revenue for the sovernment. 


In 1947-48, it amounted to 20% of the total revenue. 


Une rebunras trom the. sale; of LiIguor, 1s i neres s met saitd 


ntinue to increase as long as Alberta remaind 


Oo 
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prosperous. Here are some figures to indicate the in- 


eresase in vrofits from Alberta's mononolyvy in liquor: 
> EN fis trom Alberta's monopoly. 11 LOU 


5a AA. feo se) OOO 
poAvens Hc |S, Cat COO 
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QO46~.4. ie) NO 
1S Ha) ee a ee. .¢ #8 8 @® 9 @ 8 bE CES OOO 
3 oe 942,900 


OMe SOO" OOO (est) (leer 
Liquor profits were estimeted to form only 15.54 2 ox 
Shee] aaeaneted revenne for 2049-50. This) is only a: re> 
lative decrease.due 6 auemented revenues coming from 
the oi] resources. 


24.,5/ of the 1947-48 revenue came from vehicle and 
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and gasoline taxes. In fact, the revenue from the sub-= 
sidy, liquor, vehicles and gasoline constituted well 
over 80% of the revenue thet year, The revenue from li- 
quor and the automobile traffic may be expected to 


fluctuate as “individual incomes Frise and fall, and, if 


te 
+ 
te 


it is true as some economists appear to believe, thet 

the crest of the inflationary movement has been reached 
then the revenue from these two sources cannot be ex- 
pected to incresse further now. The Dominion subsidies 
however, will always remain a definite, reliable core 
of provincial revenue. Thoush the tax agreements have 
only three more years to run, no disposition has been 
evinced on the part’ of either government to renegotiate 
and they may be considered fairly permanent. At any 


pate vib Honcitriculu bor conceive ot the Dominion now 


2 


voluntarily relinquishing the progressive taxation field. 
Revenue from the O11) Resources in Alberta. 
tn Fhe 1940-50 estimates, a derinite shift in em- 


phasis in the revenues may be noted. The sources of 
phasis in ai enues may be 


~ “| 2 s + e aie : ie 2D 6 7 
révenue new are: Dominion subsidy and grants, 28.12/53 


) 
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Liguor preritds 15.54%: motor vanicle! licences,” 20.672; 


and natural resources 24.51%. This latter item must be 
exnplained more fullv. Albertats income from natural 
res@urces is spiralling due to the pres ‘ene O1l boom an 


the province. Alberta at present is riding the crest ot 


Toyo 


an oil boom which will provide a gross income for the 


province as a whole and a’ specific ineome for the sovern- 
ment for meny vears to come. Alberta was wise indecd | 
to agitate for the control of its natural resources. Al~ 
ready Prom the new oil. field in Leduc and Redwater, Al- 
berta is expected to produce sufficient oil ferekhe 

needs of Western Canada by 1950. This) will have the 


welcome effect of conserving American dollars for the | 


national government as the Hon. D.C. Abbott said in’ a 


recent snecech. 


O11 booms are not new in Alberta. In May 1914, when 


the discovery well blew in in Turner Valley, evervboody 


le 
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Galgvary wos most excited, Large suma were anyendered 


be i 


by incautious investors and the day of reckoning came 


Oniv three months Later when many lect evervinine.| in | 


L924, when the great. Rovalite No. 4 blew in with 700 i 
i 


barrels of naphtha and 21 million cubic feet of cas 2 


day, the Turner Vallev hoom atarted Shi ovec sea me 
Keri : Pea 8 A PAS 
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“his time’ the boom did not crash until i% erashed with 


= 


everything else in 1929. This present boom wesser: Shart- 
ed in February, 1947, when oil was found at Leduc, 
dpa wanl des a reamed xe xhorom r 4 ah al orear and qu 4 ata r thc nN any 


previous booms and still fresh discoveries are being 


Norid War Il taught the importance of a country 
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owning its own oil resources and millions of dollars 
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vinee. The amount spent in Alberta in 1948 was unwards 


B}| 
of 750 millions. This amount is steadily increasing /and, 


7 nf ° C) 
because of its oils, Alberta may be able to look-forward 


to a more permanent prosperity then the temporary war 
prosperity it has recently. enjoyed. $206 million Gan- 
adian were scent on oi] from the 1.8.2 and Saith 


America last year. Hventually we may be able to spend 


: 

1 Pi i 
Vhese dollars at home for even a cautious prophet as | 
b ‘ ’ Sata i . . =i i , 

t 
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[.H. Hewetson, president.of Imperial Oil. believes thay | 
i Cent, OL permal Oat Sl evesh pias | 
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within a few years Alberta may be able to produce all 


the o11 that Canada needs ) 4 
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Has Gil DROGUIEGLLON DAS) aver, Cet nace pestis 


on the finances” of the: nrowinee.> The creates 


Larve tron Miperta oii wpuk be the, covernnenth, .iscit 


and it is drivine en increasingly hard barcain. 


oil company can get a monopoly on the oil wealth it 
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sovernment 
ing rights from the mremimese: which owns most of 
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the mineral rights in the province. +yere are no set. 


prices for these leases--they are’ put up at auction | 


4 
and) sold to the highest bidder. The oil rights ona i 


perticuler parcel of land are never sold outright. The 
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drilling company pays a bonus to the owner of the miner- 
ra richts--usually the Sovernment--for the privilagce OF 
being allowed to drill and then the eovernment collects 
a royalty of 125% on every barrel of oil produced. These 


i 


bonuses may fo as high.as $3,153,491 for Hhe drilling 


rights onvalsingle ‘sechion of Land, lhabvisswheab bie 


the Redwater district, Receipts from oil changed the 
budget prospects for the fiscal year 1948-49 from an 


expected deficit of $6,500,000 to an actual surplus of 
(i2 7) 
anything from 6@ to $10 million. The royalty of 125% 


can be increased and may go to 16% by 1951. The Hon. 


NE 


® a 


tanner, Alberta's Minister of Lands and Mines, put 


h 


‘ 


the matter succinctly in 2 recent sneech: “We are elos- 
ine on you and the more oil you find, the closer we will 
Close lin. A’man doesn! mind paying ea high fishing 
licence fee when he knows that the fish are there." 

The incresse in revenue from naturel resburces is 
startling. Four years ago, the total revenue from fees, 
rovalties, rentals, etec., for oil and natural gas total- 
56 #650,000. In 1948-49, it was expected to approximate 
®14,935,000.There ue ai timit Go tae expent of tae land 


On whien the province can sell oil leases and revenue 


from this source will only last a few years. Royalties 
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on the oil produced will increase provincial revenues 


as long as there is production but it must not be for- 


fSotten that oil wells eventually run dry 
from oil royalties cannot be expected to 


definitely. 
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Comparison of Expenditures for the years 


and revenue 


continue in- 


1937-38 end 
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It is worthwhile to consider the expenditures for 


the same two years} 1937-38 and 1947-48: 
1937-58 


Publie Debs charced 2.2.1... $4, 117,897 
bmecubive: Counew) oo. 7, 8 "205, Foo 
Bie us ata Ome oe sheila aly 237,955 
AOC Cub yuma MED tia. 2 3 lcs. ee ee Oo 
Aopie.Dept.(water resources) a9, weoo 


Abtorney General's Dept.......4 ODA (910 


HOUCa gy Lemak WOM si. wide. a0 osu ae eee 192. 435 
Man ieape tl  ARraAtr ss: DED bis. s.lc. ee” 143,503 
Public “éatth Dept. oe)... ve. 525, 799 
Railways and Telephones.... ... 4,450 
Tressury DG ters cas cic semten eee ea nc OO Oe koe 
Lands and WAMeS DSVbee ts vse. ALO seeco 
trade vand tmdmstiy Wem iy ccs. ss.) Too 
Unemployment Peliete ea... |. eter, 455 
Public Welfare Dept... 
Ganadian Vocational Tr i 
AeenomLe Arta ties: Dep isi... als cs 
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Yebt retirement 


The peangs: Fo mote: in this table inelude 


erease in the debt charges in comparison 
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1947-48 


5,808,000 
: 406,620 
275,565 
889,612 
73,540 
987,145 

7, S7obi4 
233,050 


607065 


G31, |, 504,666 


Q9 
1,405, 000 
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expenditure. In 1934-35 debt charses were 52% of the 
(129) 
revenue and 44.21% of the total current expenditures; 


the percentages were 21.79 and 24.2 respectively im 
1957-383; while,in 1947-48, they fell still further to 
13.13% and 17.75% respectively. This reduction is sign— 
ificant for Alberta is now embarked on a systematic 


course of debt reduction and we can expect the debt 


charges tO become progressively lower, 


Under Alberta's debt reorganization program, almost 


all the outstanding registered stock has been handed in, 


and Alberta, is able once more to borrow on the open 


> 23 i 4 Ey ° 
market. “owever, borrowing will only be done for refund- 


eS 


ing purposes, which is good business. For example, in 
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1947 


November, , Alberta was able to sell an issue of 


/ 


~2,500,000 serial bonds. at 2,25% for the one to five 
p2,500,000 serial bonds. at 257) LOrabne One Po, fare 
year bonds and at 2.75% for the six to ten year bonds. 


These bondsreplaced 5% bonds of the Alberta and Great 


(130) 
Waterwavs Railway. Now the highest rate which Alberta 


Ways on its bonded debt is 3.5% while all bonds which 


pay a higher rate than 3.25%. are callable after, 1950. 
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By wov of comparison $+ maw he noted that the averare 
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interest rate on the funded debt of the province as of 


Merch 31, 1926 was 4. 


8%. On December 1, 1948 this 


ff 
averame rate had been reduced to 3.18%. 
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Alberta'ts debt has been reduced oreciably 
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ram started even before refundine was completed 
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©167,027,000 on March 


Since the unhappy days o 
To ar ral =! _- 4 te 
busy with ean or erly debt retirement program. This pro~ 
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and , 
h7OMm7 O10 ANN eZ 
Oo $127,210,000 on December 31, 1947 


from a peak of 
tal had fallen to 
which, retiunded on" a serial basis wil] 
55 years. Over 1,400,000 of the Preduc— 
lion was prov 
set aside in the 
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General Revenue fund and from 
This. sinking fund never did a 
f 1A of the public debt was: added) te 
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it yearly. The remain 
imately $8,000,000 awarded to the province by 
its natural 
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resources, which amount was 
500,000 Write-off by 
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Lon GOVvernment Ol a. Dortion of 
edness incurred for. unemployment relief. 
The, $127,210,000 public debt of Alberta is 
it) GOomparison with he Dominion's total dept 
1948, with its 
(130) 
Some idea of 
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imngerest. charges of 
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of the growth of thé Dominion's debt may be gained by 
COMpaArIne it) with Ibs total of $5, 540.087. 614 as of 


it 2 . i He? 


1938. Alberta's debt amounts to anvnroximately 


$158 per capita (taking the population as 800,000). 


Balanced against the total gross production of the pro- 


- 


vinee in 1948, it might be considered quite innocuous. 
estimated 

rhis, total gross production ageregated 954,299 
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made up as follows: 


Agricultural production. ® © © © 6 @ © «€ 8 CP545, 299", 000 
Value. of “atural) Resources..... 99,000,000 
Manufacturing Productlon......-<__ Soe Nebo ica ssi 
“f954 399 000 
in pecthobosash: Miseeteiticilt eeetar Dts 


An appraisal of the debt of a public body may be ob- 
Gained by a comparison of the charges incurred annually 
6n the debt with the total yearly income of the body. 
Boe ene yearly charges aré within 20% of the yearly in= 
come, then the debt may be considered within the limits 


of sound financing. This year the estimated charges on 


Alberta's debt amount to $5,633,000 while the total 


2s 


revenue on income account is expected to reach $61,944, 


Ce 
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000. Thus Alberta's debt charses will onl 


7 amount be 


9,8% of its estimated revenue and her debt may be con- 


sidered well within the limits of healthy fiscal practice, 


the 
A note of caution is needed eres Ryle OF Alberta's 


eross production comes from agriculture and income from 


AG 


“aaa tey bate QOS 
Oh TTL cals Gait 


this source is proverbially not inveriable. A decline 
in agricultural production due We drought or any one 

of the factors which plague the agriculturalist would 
play havoe with Alberta's gross income and consequently 
lower the government's revenue, but the debt charges 
are so well within, the Limits of safety, thatiib would 
need to be an extremely sharp decline to jeopardize 
Albertats debt situation now. 


See 1a! Services Expenditures 
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OF note, .too, is the great increase in expenditures 
for social services during the decade.Alberta has always 


been, one of the most progressive of the) provinces, in 


be 
r 


tirele send has edi with Ppecard to expenducvures) tor 
old ase pensions, publie health, mothers! allowances 
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maternity Srants, assistance Por the blind and a like. 
In 1937-38, the aggregate expenditures for education, 
public health and unemploymeny relief was $6,972,689. 
: more than 

Ten years later, it had BREEELEALKE doubled with-the 
total for education, public health and welfare emount- 
ing to 14,869,674, This weerte budget provides some 
08,000,000 to be spent) on, secial eee the. Pros 
vinee alone exclusive of further amounts to be supplied 


by the federal government for provincial services. Al- 


together almost 32,000,000 wil be spent on such ser- 


VWiges tas education, health, welfare, vocational train-— 


rh) 
te 


ing, cultural activities, boys! and girls! clubs and 
such like. This means an expenditure of nearly $40 per 
person in the province. We are getting away from the 
sturdy independence of our forbeors and expecting ‘more 
and more of the government. Abraham Lincoln once defined 


the object of government as "to do for a community of 


people whatever they need to have done but cannot do at 


ia 
abl or Cannot, do ag weld tor themselves" ini their sep— 


arate vara ainda vLdulalveanae ltles 2)’ Lt eit that va peop Le 


ean Bm individually do as well for themselves a covern-— 


Win 1965" the provinelal 


ment ought not to interfere 


treasurer, J.R.Love deplored the fact that "the duties 


and resnonsibilities placed on a Provincial Government 


are increasing year after year dve to the changing 
Spee of the responsibilities of the state, and na 
a tendency to regard the ateate 2a the chief force in 

she expanding and consolidating provincial and national | 
life." He went on to sey “fhe trend of expenditure 


On Goectal dervices, | inelbudine education and public 


Health ts constantly) upward, reaching the enormous 


sum! of 66. 0007000 im thie province Tom the, year ending 
; Rane 


) 
March 4] at 1944," Ney Mannine Tiga mi: Male Kerene an aneech 

pa ipl gt HES thes 4 Be TT 4 i NE an aban oh ole LN =U het , b “ i 

fourteen vears later took the same attitude towerds 


the rising costs of public service. He took the serious 
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ments for new and extended social services 


c while fully 
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1 Shae within: nronenrn Taimiktc are indicative of a 
ou ~ ote - - ell _ - whee oole “ - \ A Gy I ri mhe t 


current trend fraught with serious ultimate conscauences”! 


€é are setting away from Lincéin's healthy view of the 


man wT 


/ 


obiect of covernment and citizens seem to he wiltline 


to allow the covernments to-do for them even thoce Fhince 


whieh thev are canable of dnine for themselves, This is 
Bhe jiAaeso of the anriol aervierse atota eporeriad tn the | 


AAWNe whara oa Mr, Manning sare n 
/ f = ea § XN 7 , at - - eA ake wheaks ole Ja ote abe P= ny Cr 5 ee) » 


pe ke * v/ 


unless halted and re- 


wepaed bv. the neonle themaalyvas 


: ; will lesd #9 an aver. 


incresaingeg messure of hureaneretic aontrol and to the 


all true personal freedom and ind 
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Aibertats Present Financial Policy. 
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Tn 1947-38. the financial onerations Oe the mrovince 


produced the first surplus on income account for many 4 
Hy : . i 
Wears, Of .cors,cds tais small surplus reflects a 


alicht economic recovery pilus the determiration of 


eS at rc ai na Beetengie 5 : 
the covernmen'’ Te ene mae (ays from mand er," THALES 2 itude 
has persisted since then and provincial accounté hove 


consistently shown ineresasine surviuses, as shown i 
\ LOW. MIG EAs. x P own i 

below: i 
(next vere) il 

hcg Abs 1% ee : Hi 

i 

Hlth 

l 

i 


16% 


PO ab ae 7 248, 420 
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eae ee caus a micas (Ceo 1a. 0G 
1944.44 B90 .53] 
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1945-46. 64°57) 408 
woke -% = ote ~ f 9 
CONG ee ete ins oe ve a LO, C48 685 
1947-48.. Cie loo. toe 


SN eral anata aan ed 
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these purpluses are not secidental and reflect 9 de- 


. 


liberate Ho lucw Sn THe Dark. .oL one covernment, Mr. Man 


~ 


nine intimated this much in his 1947 budget speech: "I+ 


TA 


ES A | dangerous and ahort sighted policy to consider 2 
budeet for any one fiscal year without regard to the 
continuity of government policy and the ennual expendi 
tures which will be necessary in future years to main- 
tain the services already established and provide for 


their normal expansion." 


The government's policy has been loosely call- 


ed ecvclical budgetting. This is a misnomer since Alber— 


ta--not being a sovereion sovernment--cannot in reality 
carry out such a policy. More correctly one might call 


Alberta's present financial policy surplus budgetting. 


Realizing phiak) ecurpent Conditions, “resulting im tac 


present) buoyancy of provineial revenues are not Likely 


to continue indefinitely, the Alberta government plans 


its budgets in anticipation of surpluses which are re- 


served for the inevitable day when revenues will drop 


wlan 5 my; 


once more. Evidently the idea ig to have a nest egg in 


reserve of approximately one half of the yearly income. 
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This type of budgetting is sound, refleetine, as 


5 ie 
+ 


does, courage, discipline and political maturity on 

the part of the planners. All the more credit is due 
Alberta since at the present,in a time of great prosper- 
ity, the government,is subjected to all sorts of preseu 
sure), from eroups which would have their share of the 
revenues which roll into the provincial coffers so ef= 


Lis & 


fortlessly. The creat increase in revenue at the present 


day accrues largely from the depletion of provincial 
assets represented, by the oil resources. and hence is 


not a source of permanent revenue. This windfall wealth 


tures which provide other assets for those being deple- 
ted. It could as well be used for the reduction of the 


nublie debt. 
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